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Distributable cash is not an earnings measure recognized by generally accepted accounting principles (“GAAP”) and therefore may 


not be comparable to similar measures presented by other issuers. Distributable cash per Fund unit is computed on a basis consistent 


with that described by GAAP for computing earnings per Fund unit. 


QUALITY, COMFORT AND VALUE 
ARE TIMELESS CONCEPTS. 


At The Keg Steakhouse & 
Bar, these timeless attributes 
are manifested through our 
comfortable atmosphere, outstanding 
service and delicious steaks. The Keg 
has been around since 1971 and we've 
expanded to more than 85 locations 
across North America. For over 30 


years, The Keg has delivered the 


winning combination of a 


ra 
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truly satisfying restaurant 
experience combined with a 
bar that’s an inviting destination of its 
own. Over the years we have perfected 
our tried and true recipe for creating an 
authentic steakhouse experience with an 
atmosphere that’s friendly and a price 


that’s affordable. 
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FUND CHAIRMAN’S REPORT 
TO UNITHOLDERS 


On behalf of the Trustees of The Keg 
Royalties Income Fund (the “Fund”), I 
am pleased to present our second Annual 
Report. This report summarizes the 
Fund’s first full fiscal year of operation 
since its IPO on May 31st, 2002. 


ROYALTY INCOME FUND STRUCTURE 


When the Fund was launched in May 2002, there 
were a number of key features which we believed 
would be attractive to Unitholders; this has in fact 


been the case. 


The top-line nature of the Fund is foremost 
among these: the Fund’s revenue is based solely 
on the top line revenues of Keg restaurants. The 
major operational expenses and _ capital 
expenditures associated with the restaurant 
business remain the responsibility of Keg 
Restaurants Ltd. (“KRL”) and its franchisees, 
thereby eliminating those business risks to the 
Fund. The Fund has administrative and interest 
expenses of its own to manage on behalf of 
Unitholders, but they are relatively minor in 


relation to the Fund’s revenues. 


The Fund is also designed to ensure the interests 
of KRL and its management are aligned with the 
interests of the Fund — without requiring fees, 
incentives or other remuneration to achieve that 
alignment. KRL remained the largest investor in 
the Fund at January 1, 2004 with a fully diluted 
interest of 17.6%, up from 13.2% a year ago. 


The financial and operational strength of KRL is 
of significant importance to the Fund as it is this 
underlying business which must pay the Royalties 
to the Fund. KRL remains a strong company, 
which continues to own and operate the majority 
of Keg restaurants. David Aisenstat, President & 
CEO of Keg Restaurants Ltd., will elaborate in his 
report to Unitholders. 
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REVIEW AND OUTLOOK 


Ine challenges faced by the 
foodservice industry in 2003 are by 
now well known. While The Keg has 
not been immune to these challenges, 
total system sales continued to grow and once 
again reached a new record level for the year. 
Total system sales for The Keg for the 53 week 
period ended January 4, 2004 were $303,369,000 
an increase of $20,497,000 or 7.2% over the 52 
week period ended December 29, 2002. 


The Keg’s same store sales fell by 2.4% for the 
year. While these results are uncharacteristic for 
The Keg, they are not a pure indicator of 
restaurant traffic. Almost all of the decline is 
attributable to the unfavourable impact of the 
U.S. dollar exchange rate when translating the 
sales of the U.S. Keg restaurants into Canadian 
dollars for Fund reporting purposes. In fact, 
despite the combined impact of the SARS 
outbreak, the single case of BSE found in an 
Alberta cow, the August blackout in Eastern 
Canada, and the unparalleled decline in Canadian 
tourism expenditures, the decline in year-over- 


year restaurant traffic was less than 1% overall. 


The foodservice industry has endured challenging 
back-to-back years in 2002 and 2003; 2003 in 
particular saw a “perfect storm” of challenging 
developments. The industry outlook for 2004 is 
much more positive and a return to the long-term 
growth that has characterized the foodservice 
industry over the past twenty-five years is 


expected. 


RESULTS AS PROMISED 


In spite of the challenging industry environment in 
which The Keg has operated, the Fund has 
continued to perform as expected. Each month 
since the Fund’s inception Unitholders have 
received a distribution of 9¢ per unit. This is an 


annualized rate of $1.08 per unit, 
which is slightly more than the 
$1.075 expected at the time of the 
Fund’s IPO. Not only have there been 
no taxes payable within the Fund 
itself, but only 70% of the distributions have been 
taxable in the hands of Unitholders, with the 


balance being considered a return of capital. 


Our royalty income fund structure has continued 
to serve Unitholders well, and we remain 
confident it will continue to do so. We are also 
confident that the management of KRL will 
continue to nurture and strengthen our valuable 
Keg brand, in the process, growing the business 
and increasing the Fund’s Royalty Pool. 


In closing, we would like to once 
again thank our Unitholders for the 
support demonstrated by their 
investment in The Keg Royalties 


Income Fund. 


Sincerely, 


C. C. Woodward 

Chairman, The Keg Royalties Income Fund 
on behalf of the Board of Trustees 

March 31, 2004 


ANNUAL REPORT 2003 


Go 


4 


KEG RESTAURANTS LTD. REPORT 
TO UNITHOLDERS 


On behalf of Keg Restaurants Ltd., its 
management, franchisees and employees, 
I am pleased to present the audited 
financial statements of KRL for its fiscal 
year ended September 28, 2003. 


THE KEG ROYALTIES 
INCOME FUND 


On May 31, 2002, KRL sold the Keg 
Rights to the Fund. The Keg Rights are the 
trade marks, trade names, operating 
procedures and systems and_ other 
intellectual property used in connection 
with the operation of the Keg restaurants, 
and all goodwill associated therewith. 
KRL immediately entered into a Licence and Royalty 
Agreement with the Fund which gives KRL the 
exclusive licence to use the Keg Rights for a period of 
99 years in exchange for a royalty payment of 4% of 
the sales of Keg restaurants in Canada and the U.S. 
KRL remains a private company which continues to 
operate the Keg restaurant business and owns the 
majority of the individual Keg restaurants. It is this 
underlying business which makes the monthly royalty 
payments to the Fund, which in turn distributes those 
monies to the Unitholders. Therefore, the financial 
results and operational expertise of KRL are of 
importance to Unitholders of the Fund. Please be 
assured that KRL and its Management are very 
mindful of this serious obligation to the Fund and 
govern ourselves accordingly. 


RECORD SALES 


As Mr. Woodward noted in his report to Unitholders, 
the foodservice industry has experienced difficult times 
over the past two years. Despite this, The Keg has once 
again enjoyed a year of record sales; this has been 
tempered somewhat by the same store sales decrease 
noted in the Fund Chairman’s Report. 


Through this difficult period, we feel The Keg has 


made some difficult but correct decisions. We have not 
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compromised our product quality or 
quantity in any way; our strict 
specifications have remained fully intact. 
We have not reduced our staff levels, 
training programs or staff incentives in 
any way; we were once again recognized 
as one of the 50 Best Employers in Canada 
by the Globe & Mail’s ROB magazine. We 
have not cut back the marketing programs 
which have built The Keg brand into the 
powerhouse it has become. While leaving 
all of these key elements intact, we also 
decided not to increase our menu prices on 
our usual schedule; the industry woes did 
not make this appropriate. Our guests 
have continued to enjoy the legendary Keg 
experience with legendary Keg value. 


CONTINUED GROWTH 


The Keg continues to grow. On January 1, 2004, the 
gross sales of seven new Keg restaurants which were 
opened in the period October 3, 2002 through 
October 2, 2003 were added to the Fund’s Royalty 
Pool; two more Keg restaurants have opened since 
October 3, 2003, with several more under 
construction and in various stages of development. 
Some of these new restaurants are corporately 
owned by KRL; some are owned by franchisees. All 
of them have enjoyed successful openings and strong 
sales levels. 


STEAKHOUSE FOCUS 


We are proud of The Keg’s continued prosperity and 
growth, especially against the backdrop of a 
challenging industry environment. It is particularly 
gratifying to have been the recipient of the 2003 
Pinnacle Award for “Restaurant Company of the 
Year” as recognized by our peers. It is our belief that 
our continuing success is the result of maintaining a 
strong focus on one thing and one thing only: running 


great steakhouses and bars. There are some key 


elements to this challenge, and a great 
many small issues which must be 
continually addressed, but we have an 
experienced and devoted leadership 
group at The Keg which we consider to be an 
invaluable asset. This group continues to provide the 
leadership and direction that keeps all our resources 


focused on running great steakhouses and bars. 


A KEG SIZE® THANK YOU 


I would like to conclude my remarks by thanking the 
many people who have contributed to The Keg’s 
success over the past year: to the over ten million 
guests who visited The Keg, our suppliers and advisors 
who remain invaluable partners. But most of all, I 
would like to thank the 6,600 Keggers across Canada 


and the United States. It is this dedicated 
and spirited group that ensures these ten 
million guest visits are enjoyable and 
memorable, and that we will continue to 
earn the loyalty of our guests. So, not only to our 
Management and Administrative teams and to our 
Franchisees, but to each and every host, prepper, cook, 
busser, dishwasher, bartender and server — a Keg Size® 


toast and a Keg Size® thank you! 
Sincerely, 

ss 
David Aisenstat 


President & CEO, Keg Restaurants Ltd. 
March 31, 2004 
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WE BELIEVE A DISTINCT CULTURE 
IS AN INSPIRING ONE. 


A fundamental key to The Keg’s 


in a culture that presents many 


success is the quality of our opportunities for professional and 


employees. We hire the best, and we personal growth. Walk into any Keg 


empower them with knowledge through our across North America and you'll find Keggers to 
industry leading training programs. We be outgoing, smiling, welcoming, with a 
encourage employees to develop their skills genuine desire to please — Keg people have an 
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exceptional service style that’s chosen for this employee-driven 


unique and famous. In 2003, for the award, we are truly honored that the 


second year in a row, The Keg ~ / thousands of Keggers, who are the 
Steakhouse & Bar was named by ROB heart of The Keg, place such high value on the 
Magazine as one of the “Top 50 Employers in culture we foster. 


Canada”. As the only restaurant company 
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WE DON’T HAVE CUSTOMERS, 
WE HAVE GUESTS. 
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Youll never hear us refer to anyone 
who walks through our doors as a 
customer. They are always considered 
our guest. Typical Keg guests range in age from 
18 - 44, have higher-than-average incomes, and 
are divided equally between men and women. 
The Keg Steakhouse & Bar avoids themes, 
schemes and short-lived trends. We provide 


exactly what our guests are looking for in a dining 


experience that’s fun and inviting. It’s 
an atmosphere that encourages 
people to relax and be themselves. 
The food is excellent and delivers quality and 
great value. Wherever they are located, Kegs are a 
home away from home, where customers are 
guests and where an inviting culture always 


welcomes you with a smile. 
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EVERYONE SHOULD HAVE THE CHANCE TO ENJOY 
THE PERFECT STEAKHOUSE EXPERIENCE. 


Creating the perfect steakhouse our proven methodology in new 


means being an industry leader. A markets, our designs continue to 


cornerstone of The Keg’s success is evolve. Each restaurant is uniquely 


the continual enhancement of our restaurants. designed to best reflect its neighbourhood, 
Whether we are redesigning existing restaurants, while maintaining the overall look and feel 
relocating to better locations, or launching The Keg is known for. 
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Originally inspired by The West 
Coast Ski Lodge design, The Keg 
design now incorporates a blend 
of traditional and contemporary. Consistent 
features include Cliff stone fireplaces, 
ironwork, cozy booths, tich woods and 


dramatic lighting. In the bar, the energy level 


is heightened with interesting 
artwork, hardwood floors and 
comfortable leather seating. All 
these materials come together in a welcoming 
and comfortable layout that provides the 
perfect gathering place for couples or crowds, 


business associates or best friends. 
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THE KEG BRAND CONTINUES TO BUILD 
WITH ONE CONSISTENT VOICE. 


The Keg Steakhouse & Bar is a 


distinctive brand throughout North 


America. Our focus on being a great 


are developed and implemented 
by The Keg’s marketing department 


with the assistance of our advertising 


steakhouse is communicated within each partners. All aspects of the marketing plan, from 
restaurant and across all advertising and television advertising to local restaurant 
promotional material. Marketing programs marketing, have a well-executed and consistent 
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You're with 


message. National and_ regional Summer event, now in its 8th 


television, billboards, magazine and season. Lobster Summer offers 


newspaper are utilized to correspond guests additional variety and has 


with the needs of the marketplace. Using its been an overwhelming hit year after year. We 
marketing insight, The Keg serves up exciting continuously look for opportunities to deliver 
promotions, such as the annual Lobster promotions that offer value to our guests. 


ANNUAL REPORT 2003 13 


THE KEG 
ROYALTIES INCOME FUND 


The Keg Royalties Income Fund 
(the “Fund”) is an unincorporated 
open-ended limited purpose trust. 
It is listed on the Toronto Stock Exchange 
under symbol KEG.UN. 

The Fund is the owner of the Keg Rights, a 
well-known and respected casual dining 
brand in Canada and the U.S. The Fund 


licenses Keg Restaurants Ltd. (“KRL”) to use 
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these rights and, in return, receives 
a royalty of 4% of system sales 
from Keg restaurants in the 
Royalty Pool, which currently has 86 
restaurants. The Fund’s income is based on 
the system sales of these restaurants and not 
bottom line profits; therefore, it is not subject 
to the variability of earnings or expenses 


associated with an operating business. 


The Fund’s only expenses are 
relatively minor administrative 
expenses, as well as interest on 
debt. No income or capital taxes are expected 
within the Fund, so the Fund’s cash flow is 
distributed to Unitholders without deductions 
for these amounts. In 2002 and 2003, The 


Fund’s monthly distributions to Unitholders 


were 9¢ per unit, which equals an 
annualized distribution of $1.08 
per Fund unit. Approximately 
30% of these distributions were a return of 
capital. For current information on The Keg 
Royalties Income Fund, including distributions 
and performance, please visit our website 


www.kegincomefund.com. 
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THE KEG ROYALTIES INCOME FUND 


YEAR-END REPORT 


For the year ended December 31, 2003 
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HIGHLIGHTS 


Jan. 1 May 31 
($000’s except earnings per unit amounts) to Dec. 31, 2003 to Dec. 31, 2002 
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Notes: 


‘ Represents the effective interest of KRL in the earnings of the Fund. 
®) Distributable cash is not an earnings measure recognized by generally accepted accounting principles (“GAAP”) and 
therefore may not be comparable to similar measures presented by other issuers. Distributable cash per Fund unit is 


computed on a basis consistent with that described by GAAP for computing earnings per Fund unit. 


MANAGEMENT DISCUSSION AND ANALYSIS 
OVERVIEW 


On May 31, 2002, The Keg Royalties Income Fund (the “Fund”), through its subsidiary The Keg Rights Limited 
Partnership (the “Partnership”), purchased The Keg trademarks and related property (collectively, the “Keg Rights”) 
from Keg Restaurants Ltd. (“KRL”). The Partnership, in turn, granted KRL an exclusive licence to use the Keg Rights 
for a term of 99 years pursuant to a licence and royalty agreement. This agreement obligates KRL to make a monthly 
royalty payment equal to 4% of the gross sales of Keg restaurants in Canada and the United States. 


The Fund’s operating expenses are limited to administration expenses, interest on long-term debt and amortization of 
deferred financing fees. 


KRL effectively owns 12.99% of the units of the Fund on a fully diluted basis through its ownership of Partnership units 
and has the obligation to pay monthly royalties to the Fund. 
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SYSTEM SALES 


While the Fund’s income is based on a royalty of 4% of sales of Keg restaurants in the Royalty Pool, the total system 
sales of The Keg chain are of interest to the Fund and its unitholders as the total system sales best reflect the chain’s overall 
performance. The following table sets out The Keg’s total system sales for the periods indicated below: 


53 weeks ended 52 weeks ended 

($000’s) January 4, December 29, 

2004 2002 
oe SURE INE Ue IR ier ae a a $ 167,285 $ 163,568 
RE BE MAC Cie EALIP AIMS 2 cotk 8 Oy Sa oia ure CNoee we AE See Ts 0. BS SO ns apa 136,084 119,304 
a eile ee Speen Re ete a aoa eens eS athe Maarel gs oeace Sia Soe e bla Ma ds $ 303,369 $ 2825872 


") The amount of system sales for the franchised Keg restaurants is the amount of gross sales reported to KRL by franchised Keg 


restaurants without verification by KRL and includes the gross sales of a joint venture restaurant located in Coquitlam, British 


Columbia. 


KRU year end falls on the Sunday closest to September 30th, in any year. As a result of the floating year-end date, 
approximately every fifth fiscal year contains 53 weeks of operation. KRUs fiscal year ending October 3, 2004 will 
contain 53 weeks of sales and related costs and the period ending January 4, 2004 will contain 14 weeks of sales and 
related costs. 


Total system sales for the 53 weeks ended January 4, 2004 were $303.4 million compared to $282.9 million for the 52 
weeks ended December 29, 2002, an increase of $20.5 million or 7.2%. System sales due to the extra week of operation 
were $5.5 million so, on a comparable basis, system sales increased by $15.0 million or 5.3%. During the 53 weeks ended 
January 4, 2004, six new restaurants were opened and two restaurants were closed. During the 52 weeks ended December 
29, 2002, six new restaurants were opened and four restaurants were closed. As at January 4, 2004, there were a total 


of 88 Keg restaurants as compared with the 84 restaurants at December 29, 2002. 


Same store sales (sales of restaurants that operated during the entire 53 week period of the current year and the 52 week 
period of the prior year) declined by 0.6%. After adjusting for the extra week of operation, same store sales for the 
comparable 52 week periods declined 0.2% in Canada and increased by 0.7% in the United States. After translating the 
sales of the U.S. restaurants into their Canadian dollar equivalent, consolidated same store sales for the comparable 52 
week periods declined by 2.4%. Almost all of this decrease is a function of the fluctuation of the U.S. dollar exchange 
rate rather than a decrease in actual restaurant traffic. The average exchange rate moved from 1.57 for fiscal 2002 to 
1.40 for fiscal 2003, significantly reducing the Canadian dollar equivalent of the U.S. restaurant sales. Management 
attributes the balance of the same store sales declines to the combined impact of several factors: a general decline in travel 
and tourism due to the Iraq war and the increase in the value of the Canadian dollar; the SARS outbreak; the single case 
of BSE found in an Alberta cow; and the August blackout in Eastern Canada. 
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THE ROYALTY POOL 


Annually, on January 1st, the pool of Keg restaurants on which KRL pays a royalty (the “Royalty Pool”) to the 
Partnership is adjusted to include the gross sales from new Keg restaurants that have opened on or before October 2nd 
of the prior year, less gross sales from any Keg restaurants that have permanently closed during the year. In return for 
adding these net sales to the Royalty Pool, KRL receives the right to indirectly acquire additional Fund units (the 
“Additional Entitlement”). The Additional Entitlement is determined based on 92.5% of the royalty revenue added to 
the Royalty Pool, divided by the yield of the Fund units. KRL receives 80% of the estimated Additional Entitlement 
initially, with the balance received on December 31st each year when the actual full year performance of the new 


restaurants is known with certainty. 


On January 1, 2003, three new Keg restaurants that opened during the period from April 1, 2002 through October 2, 
2002 were added to the Royalty Pool. The actual gross sales of these three new restaurants were $13.2 million for the 
52 weeks ended September 28, 2003. Two permanently closed Keg restaurants with annual sales of $3.8 million were 
removed from the Royalty Pool. This resulted in KRL receiving an Additional Entitlement equivalent to 310,815 Fund 
units effective as of January 1, 2003. The total number of restaurants in the Royalty Pool increased to 81. The yield of 
the Fund units was determined to be 11.25% calculated using a weighted average unit price of $9.60. 


On January 1, 2004, seven new Keg restaurants that opened during the period from October 3, 2002 through October 
2, 2003 were added to the Royalty Pool. The gross sales of these seven new restaurants have been estimated at $25.2 
million annually. Two permanently closed Keg restaurants with annual sales of $4.6 million have been removed from the 
Royalty Pool, resulting in an estimated net increase in Royalty Pool sales of $20.6 million annually. The total number of 
restaurants in the Royalty Pool has increased to 86. The yield of the Fund units was determined to be 11.66% calculated 
using a weighted average unit price of $9.26. As a result of the contribution of the additional net sales to the Royalty 
Pool, and assuming 100% of the estimated Additional Entitlement is received, KRLU’s Additional Entitlement will be 
equivalent to 653,193 Fund units, being 6.52% of the Fund units on a fully diluted basis. On January 1, 2004, KRL 
received 80% of this entitlement representing the equivalent of 522,554 Fund units, being 5.28% of the Fund units on a 
fully diluted basis. KRL will also receive a proportionate increase in monthly distributions from the Partnership. The 
balance of the Additional Entitlement will be adjusted to be effective January 1, 2004 once the actual performance of the 
new restaurants has been confirmed. Including the initial portion of Additional Entitlement described above, KRL has the 
right to exchange its units in the capital of the Partnership for 1,739,314 Fund units, representing 17.58% of the Fund 
units on a fully diluted basis. If KRL were to receive 100% of the estimated Additional Entitlement for 2004, it would 
have the right to exchange its Partnership units for 1,869,952 Fund units, representing 18.66% of the Fund units on a 
fully diluted basis. All Fund units obtained by KRL in exchange for these Partnership units are subject to a contractual 
re-sale restriction, which expires on May 31, 2005. 


The issued and outstanding units on a fully diluted basis of the Fund effective January 1, 2004 are as follows: 


Units % 
Owned by Public Unitholders: 
Pinid Uinttg: 44. as 1s atachs oh vanced aiien sy eigenen cl autre hes eae cee ror ea 8,153,500 82.42 
Owned by KRL: 
Class-A Partnership Units sccecyn sss seelatrtoar deena om eo ea em re eee 905,944 OMG 
Class B Partnership: Uinitss sores saccceuieaeeetornelenit ea ceroraie ine ere nee 833,370 8.42 
Total: Partnership Units si25 ass cae aie cee tee ae ee eae 1,739,314 17.58 
Lotal'issuedand outstandme Winits’ 4 0 cess 6 aaete aoe ie eae es 9,982,814 100.00 
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OPERATING RESULTS 


Readers should note that since the Fund commenced operations on May 31, 2002 year-to-date results are not directly 
comparable to the prior year. The year-to-date results for 2002 had only 215 operating days versus 365 operating days 
for 2003. 


Gross sales reported by the restaurants in the Royalty Pool increased from $157,547,000 to $280,317,000. The increase 
reflects the net impact of the full year of operation in the current year, the extra week of sales due to KRU’ reporting 
period cutoff, the addition of one net new restaurant to the Royalty Pool at the beginning of the year and the same store 
sales declines discussed above. 


Royalty income increased by $4,892,000 from $6,356,000 in 2002 to $11,248,000 as a result of the increase in gross 
sales for the reasons explained above. 


Operating expenses for the year ended December 31, 2003 were $1,274,000 and included general and administrative 
expenses of $442,000, interest on the long-term debt in the amount of $717,000 and amortization on the deferred 
financing charges of $115,000. General and administrative expenses increased by $218,000 over 2002 due primarily to 
the prior year only being a partial period, first time costs associated with the Annual General Meeting and the Annual 
Report as well as non-recurring costs associated with the development and implementation of a website. Interest costs 
have increased by $308,000 in the year, again due to the prior year only being a partial period and as a result of an 
increase in the average interest rate on the Fund debt from 4.8% in 2002 to 5.1% in 2003. 


The non-controlling interest expense, which represents KRUs effective interest in the earnings of the Fund, has increased 
from $3,075,000 in 2002 to $5,571,000 in 2003. This increase is due to the prior year only being a partial period and 
KRU increased effective ownership in the Fund from 10.0% to 12.99% as a result of the new store roll-in on January 
1, 2003. 


Net earnings increased by $3,578,000 from $5,105,000 in 2002 to $8,683,000 in 2003. Earnings per Fund unit were 
$1.06 compared to 63 cents in the prior year. Cash available for distribution during the year amounted to $1.08 per Fund 
unit versus the 63 cents per Fund unit available in the prior year. Distributions of $1.08 per Fund unit have been declared 
relative to this period in the current year versus 63 cents in the prior year. The difference between the Fund’s earnings 
and distributable cash is due to non-cash items included in the Fund’s operating expenses. 


It is currently anticipated that the monthly distributions to unitholders will remain 9.0 cents per unit for the upcoming 


fiscal year, which equates to an annualized distribution of $1.08 per unit. 


OUTLOOK 


Following the challenging year the commercial foodservice industry experienced in 2002, it was widely expected that 
there would be a significant rebound in 2003. That was not the case, with the Canadian industry facing broader 
challenges than the U.S. The negative impact of the strong Canadian dollar hurt the tourism sector and both SARS and 
BSE took their toll. According to the Long Term Forecast of the Canadian Restaurant and Foodservices Association 
however, foodservice operators can look forward to a brighter 2004. Following an unprecedented two year decline in real 
foodservice sales, the forecast calls for sales in Canada’s commercial foodservice industry to recover throughout 2004 and 
2005 as tourism and global economies continue to improve. A return to real growth in the foodservice industry is 


predicted, with full service restaurants, the sector in which KRL operates, experiencing a particularly strong recovery. 
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OUTLOOK (CONTINUED) 


KRL anticipates that it will record strong sales growth relative to the foodservice industry as a whole in the future, as it 
has historically. KRL remains committed to growth, both through expansion into new markets and same store sales 
increases. In addition to building new Kegs in both Canada and the U.S., KRL continues to refurbish, and in some cases 
relocate, existing Keg restaurants in order to better serve our guests and to protect and enhance the strong leadership 
position The Keg brand has enjoyed for over thirty years. 


RISKS AND UNCERTAINTIES 


The Fund continues to recognize certain risks and uncertainties associated with the ordinary course of business, including 


those associated with the business and operations of KRL, upon which the Fund relies solely for its income. 


Management of KRL has advised the Trustees that it continues to monitor the situation regarding the two cases of BSE 
found in North America during 2003. The widespread testing of herds confirms these are isolated cases; the risk to human 
health appears to be negligible. Most importantly to The Keg, there has not been any significant negative consumer 
reaction to beef in North America and there has not been a material impact on its restaurant traffic. KRL management 
has further advised the Trustees that KRL has maintained an uninterrupted supply of quality beef that meets its 
demanding specifications despite the border closures and the unfortunate impact on cattle producers. Management of 
KRL expects the demand for beef to remain strong among consumers and its supply to continue uninterrupted. 


FORWARD LOOKING INFORMATION 


The information provided in this report includes forward-looking statements with respect to business plans, activities and 
events anticipated by the Fund and the Fund’s future results. Although the Fund believes the assumptions underlying such 
statements to be reasonable, any of the assumptions may prove to be inaccurate and, as a result, the forward-looking 
information may prove to be incorrect. The forward-looking information contained in this document is current only as 
of the date of this document. There should not be an expectation that such information will in all circumstances be 
updated, supplemented or revised whether as a result of new information, changing circumstances, future events or 
otherwise. 
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MANAGEMENT’S STATEMENT OF RESPONSIBILITIES 


The accompanying consolidated financial statements are the responsibility of management and have been reviewed and 
approved by the Board of Directors and the Trustees. The consolidated financial statements have been prepared by 
management, in accordance with Canadian generally accepted accounting principles and, where appropriate, reflect 
management’s best estimates and judgements. Management has also prepared financial and all other information in the 
annual report and has ensured that this information is consistent with the consolidated financial statements. 


The Fund maintains appropriate systems of internal control, policies and procedures, which provide management with 
reasonable assurance that assets are safeguarded and the financial records are reliable and form a proper basis for 
preparation of financial statements. 


The Board of Directors and the Trustees ensure that management fulfills its responsibilities for financial reporting and 
internal control through an Audit Committee. The committee reviews the consolidated financial statements and reports 
to the Trustees. The auditors have full and direct access to the Audit Committee. 


The consolidated financial statements have been independently audited by KPMG LLP, in accordance with Canadian 


generally accepted accounting standards. Their report following this statement expresses their opinion on the 


consolidated financial statements of the Fund. 


ee 


C.C. Woodward 
Chairman, The Keg Royalties Income Fund 
on behalf of the Board of Trustees 
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AUDITORS’ REPORT TO THE UNITHOLDERS OF THE 
KEG ROYALTIES INCOME FUND 


We have audited the consolidated balance sheets of The Keg Royalties Income Fund as at December 31, 2003 and 2002 
and the consolidated statements of earnings, unitholders’ equity and cash flows for the periods then ended. These 
financial statements are the responsibility of the Fund's management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 


Fund as at December 31, 2003 and 2002 and the results of its operations and its cash flows for the periods then ended 
in accordance with Canadian generally accepted accounting principles. 


LPM 


Chartered Accountants 


Vancouver, Canada 


January 23, 2004 
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CONSOLIDATED BALANCE SHEETS 


(Expressed in thousands of dollars) 


ASSETS 


Current assets: 


INCCOMMUESERECELVAD | Custer eg arcbarse vol oiee Ori AGG eh eas eee 
Drrestcomm Wee, Restaurants Dtd. (note 6) 2.4.2! 66.00 ca oa cows 
Prepaid expensesiand CEPOsitSs 2.6 orig lid ws cio ea cew a ares eave 


INGremeceivable frony Keg Restaurants Ltd. (note 7) ....2.......+. 
Reem NCE ASSCUS UIMOECCO Nee ahs ate t camrcymben alcsauaie (oid hak dah gnaberarionaiardee ee 
Metemreamniiancinig CHATSES. © ce idstaiale ow aw OORT 6 0G Lie wate 6 Oe 


LIABILITIES AND UNITHOLDERS’ EQUITY 


Current liabilities: 


Bankaingebtedness (MOterd) is sepa ces casters cee o en Ghe wi oeie os.s one 
Weeounts payable and acceued liabilities ....0.. 0008.0 a dene’. 
aireeese payable oniterin (Gals acces yo) s!s G0 3 eye os tle Wien wie wee a 
Distributions payable toiFund unitholders™ 3. ....4.5.4.-.+54-- 
Distributions payable to non-controlling interest ............. 


Sermon @te sl Ol wrsemsatccnceN atic. cris (sutnalcee ue cuatadenckehe areal sna ie serous 
INOneconttollinosimterests (mote 11) smn cle erie lets icles icles e et tra 
MAINO ERS LECMEY 0, iui) foie fecceccerieh soles ainda anit alls epee Aeasoues 


Subsequent event (note 15) 


See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board of Trustees 


ra 


C.C. Woodward, Trustee 


George Tidball, Trustee 


December 31, 


December 31, 


2003 2002 
$ - $ 1 
1,633 1,558 

35 25 

1,668 1,584 
57,000 57,000 
113,547 113,547 
163 278 

$ 172,378 $ 172,409 
$ 197 $ 40 
198 315 

7 7 

734 734 

541 460 

1,676 1,556 
14,000 14,000 
83,021 83,050 
73,680 73,803 

$ 172,378 $ 172,409 
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CONSOLIDATED STATEMENTS OF EARNINGS 


(Expressed in thousands of dollars, except per unit amounts) 


Gross sales reported by Keg restaurants in the Royalty Pool (note 3) ............ 
Revenue: 
Royalty income (note 3) 


IntereEStiMCO me «seeks wo oriey GeO) Se oie Oe eee cee ee Co Uno 
Expenses: 
Generalltandiadministrativer ascii nee eo eee ee ee 


Interest and shinancine- tees: 2.41. ean sacha aaa aI ee reat 


Amortization of deferred financing charges 


Earnings before non-controllingsmterestm- rire tac etic nee eee 


Non-controlling interest (note 11) 


ey 16. 16070" evs Sure: ese ie, on Spy el ley le) i@, 746? eVueiwe. .ome; ie) 6! e! lov venice teres te Unies) ele 


Net earnings for the period 


ie. neF “ol se! je) fe: fe: fe) je! 0) 7ol te sel jot)-0, 0: 18) fe: 6, "ef (6 (el Kel vole ie: jefe! “eitie, 14) 10; ce) 16!) e) 6) 36/6; 6: emo 16 


Basic and diluted earnings per Fund Unit (8,153,500 units) 


cise) (ey Sule ul fe) 6) 6,0) Js. 8) fo’ \e) am oniw 


Year ended 
December 31, 
2003 


$ 280,317 


$ 11,248 


4,280 


15,528 


442 
717 
115 

174 


Se 


WASZS4, 


CONSOLIDATED STATEMENTS OF UNITHOLDERS’ EQUITY 


(Expressed in thousands of dollars) 


Balance, beginning of period 


sisie) aj ariel 6 etivite) Coles: ia) elle (elie Waites te: 0) je (alle) ofc liv sey .el eiielle, Ja. ef o,u a! si lelvei le 


Issue of Fund Units, net of issue costs (note 12) 


Net earnings 


Distributions declared to Fund unitholders 


eine? 0. (e) elie ite.ce; (ose (o] ope) “aiellieii-e/]e.%0) "ia{re\hewie, 6) 6), e\ ce. \s: 10) 567) 0) 


Balance, end of period 


See accompanying notes to consolidated financial statements. 
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Year ended 
December 31, 
2003 


$ 73,803 


May 31 
to December 31, 
2002 


$ 157,547 


$ 6,356 


2,524 


8,880 


224 
409 

67 
700 


May 31 
to December 31, 
2002 


CONSOLIDATED STATEMENTS OF CASH 


(Expressed in thousands of dollars) 


Cash provided by (used for): 


OPERATIONS: 
Net earnings for the period 
Items not involving cash: 
Amortization of deferred financing charges 
Non-controlling interest 


Change in non-cash operating working capital (note 14(a)) .. 


INVESTMENTS: 
Acquisition of Keg Rights (note 8) 
Note receivable from Keg Restaurants Ltd. (note 7) 


FINANCING: 


Distributions paid to Fund unitholders 


Distributions paid to non-controlling interest ............. 


Issuance of Fund Units 


Increase in bank indebtedness 
Bank indebtedness, beginning of period 
Bank indebtedness, end of period 


See note 14(b) for supplementary cash flow information. 
See accompanying notes to consolidated financial statements. 


oe} «7 fol Tet ieee 1. let! <<, 


@ feliewKsi-e) 9) (6) jes 0) 1#) <0) ie) 6) te! (e: (6/161 6 6! 0. 


OUket fellelis, 6) el elgdhie: «Je: 0, celle} fee) 's) 0) 0) (6.0 (0) Kelle (0) hs) 


Od O60 GO Det Ong o Onn O10 O CeO oO OO Cho g 


FLOWS 
Year ended May 31 
December 31, to December 31, 
2003 2002 
SOLO Ee ae aN ae $ 8,683 $ 5,105 
nS ER CAS ORE IAS) 67 
Pe See a ec Ssovall 3.075 
Loe SMe (201) (2/62)) 
14,168 6,985 
SN eee en - (30,488) 
Sa Se ea aes eae - (57,000) 
- (87,488) 
Ses es fs ah ace oe $ (8,806) (4,403) 
AAV. Mae eae stare Fs (e519) (2,624) 
SER AROr Ache ne ot - 81,535 
nA he eh ch os utara - (7,700) 
Peo erst Gur echt Pci - 14,000 
BAO a - (345) 
(14,325) 80,463 
tid Meee ene (157) (40) 
eR ee. (40) - 
Pe eeh Tic pee $ (IQH) $ (40) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


ORGANIZATION AND NATURE OF BUSINESS: 


The Keg Royalties Income Fund (the “Fund”) is an unincorporated open-ended limited purpose trust established 
under the laws of Ontario with the authority to issue an unlimited number of Trust Units (“Units’). The Fund was 
established to invest in The Keg Rights Limited Partnership (the “Partnership”), which owns the trademarks, trade 
names, operating procedures and systems and other intellectual property (collectively, the “Keg Rights”) used in 
connection with the operation of Keg Steakhouse and Bar restaurants. Pursuant to the Declaration of Trust of the 
Fund, an amount equal to all income of the Fund, together with the non-taxable portion of any net capital gain 
realized by the Fund, will be distributed by the Fund to its unitholders each year. As a result, the Fund will generally 
not be liable for income taxes. Income tax obligations related to the distributions by the Fund are obligations of 
the unitholders. 


The business of the Partnership is the ownership of the Keg Rights and through a Licence and Royalty Agreement 
(the “Licence and Royalty Agreement”) with Keg Restaurants Ltd. (“KRL”) to exploit the use of the Keg Rights and 
the collection of the Royalty payable under the Licence and Royalty Agreement. KRL’s principal activity is the 
operation and franchising of Keg Steakhouse and Bar restaurants in Canada and the United States. 


SIGNIFICANT ACCOUNTING POLICIES: 
Basis of presentation: 


These consolidated financial statements include the accounts of The Keg Royalties Income Fund, its wholly-owned 
subsidiary The Keg Holdings Trust (“KHT”), its 90% owned subsidiary The Keg GP Ltd. (“KGP”) and the 
Partnership (collectively, the “Companies”). The KGP is the managing general partner of the Partnership. All residual 
ownership of the Companies is either directly or indirectly controlled by. KRL and has been recorded as non- 


controlling interest. 

The consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles. As there were no material transactions during the period from establishment on April 12, 
2002 to the commencement of operations on May 31, 2002, the comparative balances shown are for the period from 
May 31, 2002 to December 31, 2002. 

All significant intercompany transactions have been eliminated. 

Revenue recognition: 

Royalty revenue is equal to four percent of gross sales of specific Keg Steakhouse and Bar restaurants in Canada and 
the United States, and is recognized on an accrual basis for four or five week periods, depending on the number of 


weeks in the corresponding KRL reporting period. 


Interest revenue is recognized and accrued for when earned. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


a 


(c) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 


Intangible assets: 


Intangible assets consisting of Keg Rights are recorded at cost. The Keg Rights are not amortized as they have an 
indefinite life. Management of the Fund reviews the carrying value for the intangible assets at least annually, taking 
into consideration any events or circumstances which might have impaired the carrying value. If a permanent 
decline in the carrying amount is determined, the intangible assets are written down to their estimated net 
recoverable amount. 


Deferred financing charges: 


Deferred financing charges relate to the term loan and are amortized on a straight-line basis over the three-year term 
of the loan. 


Distributions to Fund unitholders: 


The amount of cash to be distributed to Fund unitholders is determined with reference to distributable cash, which 
is calculated as net earnings adjusted for amortization, non-controlling interest, repayment of principal and interest 


on term loans and distributions by the Partnership to the holder of the non-controlling interest. 


Distributions to Fund unitholders are made monthly, based upon distributable cash less redemptions of Fund Units, 
and are subject to the Fund retaining such reasonable working capital reserves as may be considered appropriate by 
the Trustees of the Fund. 


Earnings per Fund Unit: 


The earnings per Fund Unit are based on the weighted average number of Fund Units outstanding during the period. 
Diluted earnings per Fund Unit are calculated to reflect the dilutive effect of the holder of the non-controlling interest 
exercising its right to exchange its Class A and Class B Units of the Partnership into Fund Units. 


Use of estimates: 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at 
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. 
Significant areas requiring the use of management estimates relate to the determination of impairment in the value 


of assets, useful lives for amortization and provisions for contingencies. Actual results could differ from those 


estimates. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


2: 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 


(h) Financial instruments: 


The Fund’s financial instruments consist of cash, accounts receivable, note receivable, accounts payable and accrued 
liabilities and the term loan. Management estimates that the fair values of these financial instruments approximate 
their carrying values. It is management’s opinion that the Fund is not exposed to significant interest or credit risks 


arising from these financial instruments. 
Economic dependence: 


The Partnership and the Fund are each entirely dependent upon the operations and assets of KRL to pay the royalty 
and make-whole payments to the Partnership and the interest payments to the Fund. Accordingly, each is subject to 
the risks encountered by KRL in the operation of its business. 


GROSS SALES: 


The gross sales reported by the 81 Keg restaurants (2002 - 80 Keg restaurants) on which KRL pays a royalty (the 
“Royalty Pool”) are from January 1, 2003 to December 31, 2003 and from May 31, 2002 (commencement of 
operations) to December 31, 2002. 


The royalty payment from KRL to the Partnership is four percent of system sales for such period reported by Keg 
restaurants in the Royalty Pool plus a make-whole payment, if required by a restaurant closure, based on four 
percent of lost system sales. System sales for any period and for any Keg restaurant located in Canada and the United 
States, as defined in the Licence and Royalty Agreement, means the gross sales by such Keg restaurants for such 
period. Lost system sales, in respect of any Keg restaurant that has permanently closed during such period, means 
an amount based on the amount of system sales for such restaurant during the Initial Keg Restaurant Period for the 
52 weeks ended March 31, 2002. The make-whole payment is based on two restaurant closures for the period from 
January 1, 2003 to December 31, 2003 (May 31, 2002 to December 31, 2002 - two restaurant closures). 


Year ended May 31 

December 31, to December 31, 

2003 2002 
System sales reported by Keg restaurants in the Royalty Pool .............. $ 280,317 $ 157,547 
Royalty income at 4% of system sales reported above ...........2--e000- 1213 6,301 
Make-whole payment, based on 4% of lost system sales ............0005- 35 55 
otal royalty.incomién.<g aoe Senedak PROC concn OR OnE eee $ 11,248 $ 6,356 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


4. 


THE ROYALTY POOL: 


Annually, on January 1, the Keg restaurants in the Royalty Pool on which KRL pays a royalty to the Partnership is 
adjusted to include the gross sales from new Keg restaurants opened on or before October 2 of the prior year, less 
gross sales from any Keg restaurants that have permanently closed during the year. In return for adding these net 
sales to the Royalty Pool, KRL will receive the right to indirectly acquire additional Fund Units (the “Additional 
Entitlement”). The Additional Entitlement is calculated as 92.5% of the royalty revenue added to the Royalty Pool, 
divided by the yield of the Fund Units. KRL receives 80% of the Additional Entitlement initially, with the balance 


received when the actual full year performance of the new restaurants is known with certainty. 


On January 1, 2003, three new Keg restaurants that opened during the period from April 1, 2002 through October 
2, 2002 were added to the Royalty Pool. The actual gross sales of these three new restaurants were $13.2 million 
for the 52 weeks ended September 28, 2003. Two permanently closed Keg restaurants with annual sales of $3.8 
million were removed from the Royalty Pool. This resulted in KRL receiving an Additional Entitlement equivalent 
to 310,815 Fund Units effective as of January 1, 2003. The total number of restaurants in the Royalty Pool increased 
to 81. The yield of the Fund Units was determined to be 11.25% calculated using a weighted average unit price of 
$9.60. 


DISTRIBUTABLE CASH: 


Year ended May 31 

December 31, to December 31, 

2003 2002 

PaniinGstoeithe period PAMRATAs hic ako = otis LAY alae dohe sd Maes $ 8,683 $i O5105. 
Amortization of deterred fimancing charges: 2iw's os nlos.5 Vases s oalate ed oe oe 115 67 
INonecontrollingsimterest meet nae om cic iste eben srsre ey alse raremeemocra ecto ai Spl 3,075 
14,369 8,247 

Distributable cash required for non-controlling interest ............--005. (5,600) (3,084) 
Distributable cash available for Fund unitholders ...................... $ 8,769 $ 5,163 
Distributions declared to Fund unitholders (8,153,500 Units) .............. $ 8,806 $ SH 


Distributable cash is not an earnings measure recognized by generally accepted accounting principles (“GAAP”) and 


therefore may not be comparable to similar measures presented by other issuers. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


6. 


10. 


DUE FROM KEG RESTAURANTS LTD.: 


December 31, December 31, 

2003 2002 
Royalty feexincluding: GST «2 sediisink aie Gea i ee $ 15276 $ 15195 
Interestonimote receivable trom Kee Restaurants letdemeeetan ieee ne nein 363 363 


$ 1,633 $ 1,558 


The above amounts were received when due from KRL subsequent to year end to facilitate the January distribution 
to Fund unitholders. 


NOTE RECEIVABLE FROM KEG RESTAURANTS LTD.: 


December 31, December 31, 
2003 2002 
Note receivable with interest payable monthly at 7.5% per annum 
guivel joamkshevell Zranvenme hus IMENy Sil, WO sconce ono sv onccccucccunds $ 57,000 $ 57,000 


The note is secured by a general security agreement and may not be assigned without the prior consent of KRL. 


ACQUISITION OF KEG RIGHTS: 


On May 31, 2002, the Partnership, a subsidiary of the Fund, acquired the Keg Rights from KRL for $113,546,820 
of which $30,487,380 was paid in cash, $9,059,440 was paid by the issuance of 905,944 Class A Partnership Units 
(“Class A Units”), $17,000,000 was paid by the issuance of 3,376,700 Class B Partnership Units (“Class B Units”) 
and $57,000,000 was paid by the issuance of 5,700,000 Class C Partnership Units (“Class C Units”). 


Concurrently with the acquisition of the Keg Rights, the Partnership granted KRL a licence to use the Keg Rights for 
a term of 99 years for which KRL pays the Partnership a royalty of four percent of the system sales reported by KRL 
for restaurants included in the Royalty Pool (note 3). 


OPERATING LINE OF CREDIT: 


The Fund has a demand operating facility of up to $2,000,000 to fund the Partnership’s working capital 
requirements and for general purposes. The facility bears interest at bank prime plus 0.25% and is repayable on 
demand. As at December 31, 2003, $1,778,831 (December 31, 2002 - $1,951,188) of the facility was available. The 
facility is collateralized as part of the Term Loan (note 10). 


TERM LOAN: 


The Fund has a term loan in the amount of $14,000,000. The facility bears interest at bank prime plus 0.375% and 
matures on May 31, 2005S. A general security agreement over the assets of the Fund is provided as security. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


ts 
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NON-CONTROLLING INTEREST: 


December 31, December 31, 
2003 2002 
Br mcea PDeciniiia Of PEMOdANerain. hak CE es cies ba eos ae oN ee $ 83,050 $ : 
Pema ncesOl@lassu A, Partnership Uns. 4 std eevee awd d oY kes Oe nn Os ese - 9,059 
Psmonceae Class D Partnerships Wiitsiac scion. Fle es Gi ane Se RDS ew Ss - 17,000 
isceemce.On Clase GC Partnership Units: apogee ec oo eed ve 6 es oo ees - 57,000 
Non-controlling interest in earnings of the Partnership .................. DL 3,075 
Distributions declared to non-controlling interest ..............0000000e (5,600) (3,084) 
Balance, end of period ......... TL ¢ MER ees NIST ROG Gop ih 58 $ 83,021 $ 83,050 


The Class A Units are entitled to a preferential proportionate distribution equal to the distribution on the Class C 
Units, multiplied by the number of Class A Units divided by the number of Limited Partnership Units (“LP Units”) 
issued and outstanding. KHT holds all of the 8,153,500 LP Units issued and outstanding at December 31, 2003. The 
LP Units are eliminated upon consolidation of the Fund. In addition, the Class A Units receive a residual distribution 
proportionately with the Class B Units, LP Units and General Partnership Units relative to the aggregate number of 
each class issued and outstanding (or in the case of the Class B Units, the number issued and outstanding multiplied 
by the Class B current distribution entitlement). Class A Units are exchangeable for Fund Units on the basis of one 
Fund Unit for one Class A Unit. 


The Class B Units are entitled to a preferential proportionate distribution and a residual distribution based on the 
incremental royalty paid to the Partnership from new Keg restaurants. The distribution entitlements of the Class B 
Units are adjusted annually on January 1 beginning in January 2003. Class B Units are exchangeable for Fund Units 
based upon a defined calculation that itself is based on system sales from new restaurants. As at December 31, 2003, 
310,815 (December 31, 2002 - nil) Class B Units receive a distribution entitlement and may be exchanged for Fund 
Units. 


The Class C Units are entitled to a preferential monthly distribution equal to $0.0625 per Class C Unit issued and 
outstanding. KRL, the holder of the Class C Units, has the right to transfer Class C Units to KHT, in consideration 
for the assumption by KHT of an amount of the note receivable from KRL equal to $10.00 per Class C Unit 


transferred. 


All Fund Units obtained by KRL in exchange for the above Partnership Units are subject to a contractual re-sale 


restriction, which expires on May 31, 2005S. 


UNITHOLDERS’ EQUITY: 


The Declaration of Trust of the Fund provides that an unlimited number of Fund Units may be issued. Each Fund 
Unit is transferable and represents an equal undivided beneficial interest in any distributions of the Fund and in the 
net assets of the Fund. All Units have equal rights and privileges. Each Fund Unit entitles the holder thereof to 
participate equally in the allocations and distributions and to one vote at all meetings of Fund unitholders for each 


whole Fund Unit held. The Fund Units issued are not subject to future calls or assessments. 


ANNUAL REBORT 2003 3:3 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


12. 


1s 


UNITHOLDERS’ EQUITY (CONTINUED): 


Pursuant to the Declaration of Trust, the holder (other than the Fund or its subsidiaries) of the Class A Units and 
Class B Units are entitled to vote in all votes of Fund unitholders as if they were holders of the number of Fund Units 
they would receive if Class A Units and Class B Units were exchanged into Fund Units as of the record date of such 
votes, and will be treated in all respects as Fund unitholders for the purpose of any such votes. 


Fund Units are redeemable at any time at the option of the holder at a price based on market value as defined in the 
trust agreement, subject to a maximum of $50,000 in cash redemptions by the Fund in any one month. The 
limitation may be waived at the discretion of the Trustees of the Fund. Redemption in excess of these amounts, 
assuming no waiving of the limitation, shall be paid by way of a pro-rata distribution of Partnership securities held 
by the Fund. 


On May 31, 2002, the Fund issued 8,153,500 fund Units at $10.00 per Unit pursuant to a public underwriting. 
Expenses of the offering amounted to $7,700,000 and were charged to Fund unitholders’ equity. 


ADMINISTRATION AGREEMENT: 


The Fund has entered into an administrative agreement with its subsidiary, the Partnership, whereby the Partnership 
will provide or arrange for the provision of services required in the administration of the Fund. In turn, the 
Partnership has arranged for certain of these services to be provided by KRL in its capacity as a partner of the 
Partnership. For the period for January 1, 2003 to December 31, 2003, KRL provided these services at no cost to 
the Partnership. 


14. SUPPLEMENTARY CASH FLOW INFORMATION: 


(a) 


Year ended May 31 
December 31, to December 31, 
2003 2002 
Change in non-cash operating working capital: 
A CEOUNES TECEI Val lex een she etch RNS orto ae is Ne $ 1 $ (1) 
Due:from'Keg: Restaurants Ltd «(note:6)) Mess ae sae ee (5) (1,558) 
Prepaid expenses andideposits arx.0---0) ascent arcane meer ee eet ae ee (10) (25) 
Accounts payable-and accrued liabilitiess samen eae eae eee (alletie2) 315 
Interest payable: © scientist ere ne its cues et ee - i 


$ (201) $1,262) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


For the year ended December 31, 2003 


14. SUPPLEMENTARY CASH FLOW INFORMATION (CONTINUED): 


(b) 


15. 


Year ended May 31 
December 31, to December 31, 
2003 2002 
Supplementary information: 
Interest received :.....-..- Da NO gs a <r $ 4,280 $ DNA 
Se eSNG MOREE IMRT OU Myc 7tars ated cars ks stool Ga Ge heel x Wy 401 
Non-cash transactions: 
Acquisition of the Keg Rights in exchange for the following: 
GlasseaaLacomersiup lst cttd noi, 44 no © et does aid) ay <veoe win wah ade we 4 . 9,059 
©) Aeon a CUNCeS Nip ALIMIGS 1c) eerie Ate oe eile nie) Coes os) Hates lel sas ee eeehahs - 17,000 
RO Ere OM EEE MIMICS Mom ce yee, Riana itn one Co ale aeBscse r maior - 57,000 


SUBSEQUENT EVENT: 


On January 1, 2004, seven new Keg restaurants that opened during the period from October 3, 2002 through 
October 2, 2003 were added to the Royalty Pool. The gross sales of these seven new restaurants have been estimated 
at $25.2 million annually. Two permanently closed Keg restaurants with annual sales of $4.6 million have been 
removed from the Royalty Pool, resulting in an estimated net increase in Royalty Pool sales of $20.6 million 
annually. The total number of restaurants in the Royalty Pool has increased to 86. The yield of the Fund Units was 
determined to be 11.66% calculated using a weighted average unit price of $9.26. 


As a result of the contribution of the additional net sales to the Royalty Pool, and assuming 100% of the estimated 
Additional Entitlement is received, KRLU’s Additional Entitlement will be equivalent to 653,193 Fund Units, being 
6.52% of the Fund Units on a fully diluted basis. On January 1, 2004, KRL received 80% of this entitlement 
representing the equivalent of 522,554 Fund Units, being 5.28% of the Fund Units on a fully diluted basis. KRL will 
also receive a proportionate increase in monthly distributions from the Partnership. Including the initial portion of 
the Additional Entitlement described above, KRL has the right to exchange its Units in the capital of the Partnership 
for 1,739,314 Fund Units, representing 17.58% of the Fund Units on a fully diluted basis. The balance of the 
Additional Entitlement will be adjusted to be effective January 1, 2004 once the actual performance of the new 
restaurants have been confirmed. If KRL were to receive 100% of the estimated Additional Entitlement for 2004, it 
would have the right to exchange its Partnership Units for 1,869,952 Fund Units, representing 18.66% of the Fund 
Units on a fully diluted basis. All Fund Units obtained by KRL in exchange for these Partnership Units are subject 


to a contractual re-sale restriction, which expires on May 31, 2005. 
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KEG RESTAURANTS LTD. 


YEAR-END REPORT 


For the 52 weeks ended September 28, 2003 


Provided as a supplement to the financial statements of The Keg Royalties Income Fund. 


3.6 THE KEG ROYALTIES INCOME, FUND 


FINANCIAL HIGHLIGHTS 


The following table sets out selected financial information and other data of Keg Restaurants Ltd. (“KRL”), which should 
be read in conjunction with the attached audited, consolidated financial statements of KRL for the 52 weeks ended 
September 28, 2003. 


SELECTED FINANCIAL INFORMATION OF KRL 


52 weeks ended 
September 28, September 29, 
2003 2002 


(in thousands of dollars) 


SV SECHIES ACSA Ee era a eR Us ATI NT AE Lilet give adie ca ate ee 63 $7 2915877 $ 276,994 

Mien PR RIT CNC PAIN SANESS | ites auctor hese lhe te Ane gH nig eos < Selon gov ea ws $ 163,934 $ 162,375 

Ret memeragiie contribution (logs) 2 cs cs awe ee be wd ee eee $ (271) $ 126 

AMICI SERICCRIIICOMICM mR eee tae ECC ike mic ei esce es cine Glee oe ee eb oe. ile 6,037 5,307, 
Werte ICOsts( ACK PENSES) a OSes ee es ee ey Ces Mahle Sa bo ee (157,983) (154,053) 
Operatincqeanmines ame promi cher Paratosia tee crave varenei ses ancl travers crake reversion aia: see 6 Saw l,7 17 Samel 3.7519 

IGUUDY MITC OLN C RUPEE I ICU ere este Le ee ateners whe tre reas Gres who apeis he eae Cooks cece eee 5,457 1,767 
Oye ME CCM PCNSC Rr etn ett ceteA eer em et enn jeter Mtns aye ee oe lee (10,958) (3,628) 
ESCCUDIV Cd OMUSHS MICn MeN Rene eI Rina Ce en Chaim tee canon or - (2,410) 
EBD ACS Peerreenr eetera ae eer teteme acevo ster crere, cae there iene cleft ince ere Oe ee ote $ 6,216 $ 9,484 

Notes: 


" Represents the gross sales of all restaurants owned by KRL and the gross sales reported to KRL by franchised Keg restaurants 


without independent audit. 


® Includes gross sales for all restaurants owned by KRL and its proportionate share of gross sales from a joint venture restaurant 


located in Coquitlam, BC. 
8 Represents the revenue net of related expenses of a wholly owned subsidiary, which sells Keg branded food and liquor products. 


“ Represents the equity income from KRLs investment in The Keg Rights Limited Partnership and its 12.6% (2002 - 10.0%) 
effective interest in The Keg Royalties Income Fund, which began on May 31, 2002. 


) The Executive bonus is a discretionary expense which is applicable to the CEO, who is also the sole shareholder of KRL, and is based 


on several criteria including the profitability of KRL. 


® EBITDA is earnings before amounts for interest, taxes, depreciation and amortization, loss on disposal of property, plant and 


equipment and long term debt settlement expenses. EBITDA is not a recognized measure under Canadian Generally Accepted 


Accounting Principles. 
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MANAGEMENT DISCUSSION AND ANALYSIS 
OVERVIEW 


Keg Restaurants Ltd. (“KRL”) is the owner/operator and franchisor of casual dining steakhouse restaurants operating 
under the trade name “The Keg Steakhouse & Bar” in Canada and select markets in the United States. The revenue of 
KRL is derived from sales from corporate Keg restaurants, its proportionate share of a joint venture Keg restaurant, 
franchise fee income and revenue from sales of food and liquor products marketed under the Keg brand name. Sales from 
corporate Keg restaurants are affected by the number of new corporate Keg restaurants that are opened or closed. 
Franchise fee income is affected by the amount of sales generated by existing franchised Keg restaurants and the number 
of franchised Keg restaurants that are opened or closed. 


Operating costs and expenses include food and beverage costs, premises costs, and labour costs of corporate Keg 
restaurants, marketing and advertising expenses net of franchisee contributions, as well as general and administrative 


costs associated with the operations of KRL in providing services to the corporate and franchised Keg restaurants. 


On May 31, 2002, KRL completed a transaction in which KRL sold the Keg trademarks and related property 
(collectively, the “Keg Rights”) to The Keg Rights Limited Partnership (the “Partnership”), a subsidiary of The Keg 
Royalties Income Fund (the “Fund”). The Partnership in turn licensed the use of these Keg Rights to KRL under a licence 
and royalty agreement for a term of 99 years. KRL pays the Partnership a royalty of 4% of system sales (the “Royalty”). 
The Royalty was initially based on the 80 Keg restaurants in existence on March 31, 2002. 


Annually, on January 1st, the pool of Keg restaurants on which KRL pays a royalty to the Partnership (the “Royalty 
Pool”) is adjusted to include the gross sales from new Keg restaurants that have opened on or before October 2nd of the 
prior year, less gross sales from any Keg restaurants that have permanently closed during the year. In return for adding 
these net sales to the Royalty Pool, KRL receives the right to indirectly acquire additional Fund units (the “Additional 
Entitlement”). The Additional Entitlement is determined based on 92.5% of the royalty revenue added to the Royalty 
Pool, divided by the yield of the Fund units. KRL receives 80% of the estimated Additional Entitlement initially, with the 
balance received on December 31st each year when the actual full year performance of the new restaurants is known with 


certainty. 


On January 1, 2003, three new Keg restaurants that opened during the period from April 1, 2002 through October 2, 
2002 were added to the Royalty Pool. The actual gross sales of these three new restaurants were $13.2 million for the 
52 weeks ended September 28, 2003. Two permanently closed Keg restaurants with annual sales of $3.8 million were 
removed from the Royalty Pool. This resulted in KRL receiving an Additional Entitlement equivalent to 310,815 Fund 
units effective as of January 1, 2003. The total number of restaurants in the Royalty Pool increased to 81. The yield of 
the Fund units was determined to be 11.25% calculated using a weighted average unit price of $9.60. 


On January 1, 2004, seven new Keg restaurants that opened during the period from October 3, 2002 through October 
2, 2003 were added to the Royalty Pool. The gross sales of these seven new restaurants have been estimated at $25.2 
million annually. Two permanently closed Keg restaurants with annual sales of $4.6 million have been removed from the 
Royalty Pool, resulting in an estimated net increase in Royalty Pool sales of $20.6 million annually. The total number of 
restaurants in the Royalty Pool has increased to 86. The yield of the Fund units was determined to be 11.66% calculated 
using a weighted average unit price of $9.26. As a result of the contribution of the additional net sales to the Royalty 
Pool, and assuming 100% of the estimated Additional Entitlement is received, KRL’s Additional Entitlement will be 
equivalent to 653,193 Fund units, being 6.52% of the Fund units on a fully diluted basis. 
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OVERVIEW (CONTINUED) 


On January 1, 2004, KRL received 80% of this entitlement representing the equivalent of 522,554 Fund units, being 
5.28% of the Fund units on a fully diluted basis. KRL will also receive a proportionate increase in monthly distributions 
from the Partnership. Including the initial portion of the Additional Entitlement described above, KRL has the right to 
exchange its units in the capital of the Partnership for 1,739,314 Fund units, representing 17.58% of the Fund units on 
a fully diluted basis. The balance of the Additional Entitlement will be adjusted to be effective January 1, 2004 once the 
actual performance of the new restaurants have been confirmed. If KRL were to receive 100% of the estimated 
Additional Entitlement for 2004, it would have the right to exchange its Partnership units for 1,869,952 Fund units, rep- 
resenting 18.66% of the Fund units on a fully diluted basis. All Fund units obtained by KRL in exchange for these 
Partnership units are subject to a contractual re-sale restriction, which expires on May 31, 2005. 


OPERATING RESULTS 


System sales for the 52 weeks ended September 28, 2003 were $291,877,000 compared to $276,994,000 for the 52 
weeks ended September 29, 2002, an increase of $14,883,000 or 5.4%. During the 52 weeks ended September 28, 2003, 
two new corporate restaurants and four new franchised restaurants were opened and one franchised restaurant was 
closed. During the prior year, three new corporate restaurants and five new franchised restaurants were opened, and three 
corporate restaurants and four franchised restaurants were closed. As at September 28, 2003, there were a total of 86 
restaurants as compared with the 81 restaurants at September 29, 2002. 


Same store sales (sales of restaurants that operated during the entire 52 week period of both the current and the prior 
year) declined by 2.1%. Almost three quarters of this decrease is a function of the fluctuation of the U.S. dollar exchange 
rate rather than a decrease in actual restaurant traffic. The average exchange rate moved from 1.57 for fiscal 2002 to 
1.47 for fiscal 2003, significantly reducing the Canadian dollar equivalent of the U.S. restaurant sales. Management 
attributes the balance of the same store sales declines, which were less than 1%, to the combined impact of several 
factors: a general decline in travel and tourism due to the Iraq war and the increase in the value of the Canadian dollar; 
the SARS outbreak; the single case of BSE found in an Alberta cow; and the August blackout in Eastern Canada. 


Retail operating contribution (revenue net of related expenses of a wholly owned subsidiary which sells Keg branded 
food and liquor products) decreased from a profit in the prior year of $126,000 to a loss in the current year of $271,000. 
The decrease resulted primarily from additional marketing and advertising expenses of $145,000 related to the 
promotion of a Keg branded liquor product, and other adjustments to the retail product portfolio. 


Franchise fee income climbed from $5,307,000 during the prior year to $6,037,000 during the current year, an increase 
of $730,000 or 13.8%. This increase resulted from additional franchise fees from one franchised restaurant that opened 
towards the end of the prior year, two franchised restaurants that opened during the current year and two relocated 


franchised restaurants. 


Operating costs and expenses for the current year increased to $157,983,000 from $154,053,000 for the prior year. The 
increase of $3,930,000 was primarily due to six expense categories. Restaurant variable operating costs increased by 
$1,107,000 due to the increased sales for the period. Food costs increased by $2,040,000 primarily as a result of 
significantly higher beef prices than in the prior year, particularly in the United States, which were due to the partial 
closure of the U.S. border to Canadian beef. Labour costs increased by $695,000 due to wage rate changes at both the 
staff and assistant manager levels. Restaurant fixed costs increased by $1,395,000 due to increased facility costs related 
to two additional corporate restaurants and significantly higher insurance and utility costs. General and administrative 
expenses, which include marketing and advertising expenses as well as corporate administrative expenses, decreased by 
$1,499,000 for the year. Marketing and advertising expenditures decreased by $728,000 partly due to increased 
contributions from franchisees, and partly due to a non-recurring investment spend in two expansion markets in the 


United States in the prior year. 
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OPERATING RESULTS (CONTINUED) 


Furthermore, additional monies spent on promotions at the restaurant level replaced some corporate advertising in the 
major media. Corporate administrative expenses decreased by $736,000 partly as a result of a reduction in bonus 
expense to corporate managers, and as a result of the favourable settlement of a non-Keg lease guarantee obligation in 
the amount of $500,000, of which $410,000 has been included in income in the current year to offset expenses actually 


incurred. 


Operating earnings decreased by $2,038,000 from $13,755,000 for the 52 weeks ended September 29, 2002 to 
$11,717,000 for the 52 weeks ended September 28, 2003 due to the cost increases noted above. Management views oper- 
ating earnings as a key figure as it indicates the funds generated by KRL which are available to meet its royalty payment 
obligations to the Fund, interest and income tax obligations, and to pay any discretionary expenses. 


As the Fund commenced operations on May 31, 2002, investment income and royalty expense for the current year are 
not directly comparable to the prior year. Investment income from KRU’ effective interest in the Fund amounted to 
$5,457,000 (2002 - $1,767,000) and the royalty expense paid for the use of the Keg Rights totalled $10,958,000 (2002 
- $3,628,000) during the 52 weeks ended September 28, 2003, resulting in a net expense of $5,501,000 (2002 - 
$1,861,000). These figures do not include interest of $4,263,000 (2002 - $1,429,000) on the $57,000,000 note payable 


to the Fund, which has been included in interest expense for the year. 


EBITDA for the 52 weeks ended September 28, 2003 was $6,216,000 compared to $9,484,000 for the prior year. The 
decline in EBITDA of $3,268,000 for the year is due to the net impact of the decrease in operating earnings of 
$2,038,000, the increase of $3,640,000 in net expenses related to the Fund, as explained above and the absence of an 


Executive bonus in the current fiscal year. 


The net loss before taxes for fiscal 2003 amounted to $5,858,000 compared to a net loss of $14,068,000 during fiscal 
2002. The loss in the prior year was mainly due to costs associated with the early repayment of long-term debt. 


LIQUIDITY AND CAPITAL RESOURCES 


KRL received $87,487,000 in cash on completion of the Fund’s initial public offering in May 2002. This cash was used 
as follows: 


(in thousands of dollars) 


Cash retainedincash.-collaterallaccount-q. ee eee tae ee Oe ee eee ee $ 750 
Retirement of Canadiandlong-tentnincde bts orca eee eee een nae oer ene etree nr ener Ree 45,750 
Payment of debt'settlement expenses tr an---tomrac tran eee enero rE een eae re 11,206 
Investmientin-restauirant expansions. Gr. ees ceo eeteace ene ene een are r eePe ee ee aa 17,003 
Payment of dividends: sons «inaee A peters eae es OT Tce eae cee 12,778 
$_87,487_ 


KRL must invest in the maintenance of the corporate Keg restaurants on an annual basis and it is estimated that the costs 


of these maintenance capital expenditures is $2,300,000 per annum. 


KRL will use cash flow from operations to fund seasonal fluctuations in working capital and maintenance capital 
expenditures. Management plans to continue to utilize traditional bank financing to fund the opening of new corporate 
Keg restaurants in Canada. Subsequent to KRU’s fiscal year end, certain Canadian expansion costs incurred in the prior 
year have been financed in this manner as noted below. Management further anticipates additional loan facilities for the 
expansion of corporate Keg restaurants in the United States on similar terms and conditions as exist currently, and 
financing in this regard was also completed subsequent to KRL’s fiscal year end, also as noted below. 
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LIQUIDITY AND CAPITAL RESOURCES (CONTINUED) 


On September 30, 2003, KRL entered into a CDN$5,250,000 credit facility agreement with a major Canadian chartered 
bank. This secured facility includes a demand loan in the amount of $4,000,000, the proceeds of which have been used 
solely for the expansion of restaurant operations in Canada and a maximum of $1,250,000 available for outstanding 
letters of credit. Subsequent to September 28, 2003, KRL’s wholly owned subsidiary, Keg Restaurants U.S., Inc., obtained 
secured debt financing in the amount of US$3,500,000 for expansion of U.S. restaurant operations. 


OUTLOOK 


Following the challenging year the commercial foodservice industry experienced in 2002, it was widely expected that 
there would be a significant rebound in 2003. That was not the case, with the Canadian industry facing broader 
challenges than the U.S. The negative impact of the strong Canadian dollar hurt the tourism sector and both SARS 
and BSE took their toll. According to the Long Term Forecast of the Canadian Restaurant and Foodservices 
Association however, foodservice operators can look forward to a brighter 2004. Following an unprecedented two 
year decline in real foodservice sales, the forecast calls for sales in Canada’s commercial foodservice industry to recover 
throughout 2004 and 2005 as tourism and global economies continue to improve. A return to real growth in the 
foodservice industry is predicted, with full service restaurants, the sector in which KRL operates, experiencing a 
particularly strong recovery. 


KRL anticipates that it will record strong sales growth relative to the foodservice industry as a whole in the future, as it 
has historically. KRL remains committed to growth, both through expansion into new markets and same store sales 
increases. In addition to building new Kegs in both Canada and the U.S., we continue to refurbish, and in some cases 
relocate, existing Keg restaurants in order to better serve our guests and to protect and enhance the strong leadership 
position The Keg brand has enjoyed for over thirty years. 


RISKS AND UNCERTAINTIES 


Management of KRL continues to anticipate certain risks and uncertainties associated with the ordinary course of 
business. Such risks and uncertainties include the competitive nature of the restaurant industry, the availability and 
quality of raw materials, the ability of KRL to maintain and grow Keg restaurants, government regulation and fluctuation 


in foreign currency, among others. 


Management continues to monitor the situation regarding the two cases of BSE found in North America during 2003. 
The widespread testing of herds confirms these are isolated cases; the risk to human health appears to be negligible. Most 
importantly to The Keg, there has not been any significant negative consumer reaction to beef in North America and there 
has not been a material impact on our restaurant traffic. KRL has maintained an uninterrupted supply of quality beef 
that meets our demanding specifications despite the border closures and the unfortunate impact on cattle producers. We 


expect the demand for beef to remain strong among consumers and our supply to continue uninterrupted. 


FORWARD LOOKING INFORMATION 


The information provided in this report includes forward-looking statements with respect to business plans, activities, 
prospects, opportunities and events anticipated or being pursued by management of KRL and KRU’ future results. 
Although management of KRL believes the assumptions underlying such statements to be reasonable, any of the 
assumptions may prove to be inaccurate and, as a result, the forward-looking information may prove to be incorrect. 
The anticipated results or events upon which current expectations are based may differ materially from actual results or 
events. The forward-looking information contained in this document is current only as of the date of this document. 
There should not be an expectation that such information will in all circumstances be updated, supplemented or revised 


whether as a result of new information, changing circumstances, future events or otherwise. 
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AUDITORS’ REPORT TO THE DIRECTORS OF KEG RESTAURANTS LTD. 


We have audited the consolidated balance sheets of Keg Restaurants Ltd. as at September 28, 2003 and September 29, 
2002 and the consolidated statements of operations and deficit and cash flows for the 52 week periods then ended. These 
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by 


management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the 
Company as at September 28, 2003 and September 29, 2002 and the results of its operations and its cash flows for the 
52 week periods then ended in accordance with Canadian generally accepted accounting principles. 


LPM 


Chartered Accountants 


Vancouver, Canada 


November 27, 2003 
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CONSOLIDATED BALANCE SHEETS 


(Expressed in thousands of dollars) 


September 28, September 29, 
2003 2002 
ASSETS 
Current assets: 
ero EE ee ane ond oo ccs ence AN cc lad age, Wail s Bark DMs eo eats $ (eile S$) 10,359 
EReeiveted Casi (iore ale. (1) (i) open ate es ais a leo Ge Guba wea oolinle’s Wd @iebd wanes ¢ 750 2,000 
PRETO RINE TINVESEIMENG (OLE 1S hn ocr ic alsin dog ws eye 0.8. ort © oe ler nappa oes - 18,318 
PNECOUMESSECCELV Al CALA sen ae SU ieve. a cee ek, GEE in Alte auaraveria does Reh) 2QSD 
IISTRYSLTI ROTTS 5 ct casey Sates AN sch iE et ge a Oe eC a ee me 3,848 3,488 
Brcpaicicx pences aid Gepasitst was. oes Sac ca sb wes EE Cay aE RES Sees 05.5 S585 2,398 
Marrone Portion Of Motes TEECIVADIC. ba tices aialowy fos Leis Saisie. sete alae 2 dashes Rs 143 139 
Property, plant and equipment held for resale (note 4) ............2000005 . DIES) 
12,076 42,443 
WOMOCELELIMBUINVESLIINCIICSH (IOLE 5) Manic uensuesc teres raleaeui-ucwemsutecne) oy cual s cine ssusialicsisut ie consis 28,829 28,516 
INOreESBreCcIVADleN(MOtClO) marmen marrtetr Mawel: cciwerei var ar nce, rein cic cusioen «Sieteyestous 68 316 
Ducstommeciated company (MOtE WS) dds bicm.cis ace e ls eyagae gs fe se vere er aw meres DN) . 
Property plait anc equipment (NOE )) “baece asa esas Suds ee aes eee eee es 46,013 395897 
te EC URC VAL GES meet Mera yeme te oiike als sak vite Wak dntigrs a MO ee a ee SWI. 3,060 
MEtInesmCOnmestaxesi(MOLerO) mereka stra) ce lsee a eisme re erenetncee emer ore cree meres Cenucr ounue 6,340 6,238 
$96.72) $ 116,470 
LIABILITIES AND SHAREHOLDER’S DEFICIENCY 
Current liabilities: 
Mecountsipayaple and iaccrued labilities. . 2.4.44 ix herd eo cane « ore Se 250 1 $ 19,662 
NW MeAnnedereVEMle mse ee mes woke ues a wei cracks bay kOe ne oe Re oe 5,450 4,657 
Gurrent portion of long-term debt. 32-22 ao 50:5 obs cheers) 6 or 9 sedis ty epaea ote wvawras sts 543 581 
28,564 24,900 
Note payable to The Keg Royalties Income Fund (note 9) 22. .2.. scenes esceuse 57,000 57,000 
ome-tesmar debt (mote tO) ef creaa scve 25 cde ae cmatene.otsun: crea cy a ecaee POM Naa melee eae nat 6,158 7,805 
Deterred gam on sale of intangible assets (note 3)... e225 5-2 sere eee tees BOS 37,484 
Shareholder’s deficiency: 
SIArereaical (OCCA Deter tetalin's ay. coy cbervenates viel corey stenchocayscbesuelaliansyeker ocd eevee nee 1 1 
Cumulativectransiation adjustment — . t/a cases <= siereneley = eles wunleye o4 asi (2mil53)) 701 
eee OS eee cd! An ee erent eee (29,953) (11,421) 
(32,105) (10,719) 
$96,722 $ 116,470 


Commitments and contingent liabilities (note 12) 
Subsequent events (note 20) 

See accompanying notes to consolidated financial statements. 
Approved on behalf of the Board 


David Aisenstat, Director Neil Maclean, Director 
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CONSOLIDATED STATEMENTS 


(Expressed in thousands of dollars) 


System sales (note 16) 


Revenue: 
Restaurant sales 


Retailksales oa seek. seceein pierre emcee eee 
Operating costs: 
Restaurant operating costs 


Retail operations 


Earnings from operations 
Equity income (note 5) 
Franchise fee income 


Royalty expense 
General and administrative expenses (note 13) 
Executive bonus (note 13) 
Earnings before undernoted items 
Amortization mah 2). <tusccte sos Geeks eure 


Amortization of deferred gain (note 3) 


Interest 


Loss on disposal of property, plant and equipment 


Loss before long-term debt settlement and income taxes 


Long-term debt settlement expenses 
Loss before income taxes 
Income taxes (note 8): 


Current 


Net loss for the period 
Deficit, beginning of period 
Dividends (note 13) 


Deficit, end of period 


@)e) 2) 6! (eo) 10) Ie) ele 


OF OPERATIONS AND DEFICIT 


52 weeks ended 


52 weeks ended 


September 28, September 29, 

2003 2002 

PERC arse tn Pe te antes 66d <c SS PADI SAY, $ 276,994 
5c state ah bre’ SEM AR peeeaer Rea eee $ 163,934 $)) de2sov5) 
ee oar ar cake pie es & Spey) 353)116 
167,513 167,691 

se thinis SNE OO Me RC te 145,383 139,986 
Re Per ee Paces bitird Fe yh Hits Ios cigey oe 3,850 5,190 
149,233 145,176 

Seal Ses ise NS oe 18,280 225A 
Sak speambate AER Rn Cue enone ged eekerene 5,457 /6y. 
ee es Es 6,037 53307, 
Fe ety Boe ance nity sy yc - 3 
29,774 29,621 

5 PERS ote haves Me ociane era ete eee 10,958 3,628 
RTE CL oan a Aare Se 12,600 14,099 
PE Cy eet outa Henin ovct - 2,410 
Eo Len tel ae ete 6,216 9,484 
LORE ROA A PR TS 7,479 7,007 
Ree re agree woah oa areata cure: (379) (27) 
Jed) TN ca EG RT Reto 4,826 551i 
Ee eee te oka 148 365 
PRR CL Aa ORO ee (5,858) (2,862) 

Re tee eae eter ras Reni ener - 11,206 
Rey sea alo Coral eS aio ee (5,858) (14,068) 
ae eee ee caus cme sake ee (2) 60 
ORS TI) Shenae oe he heiec Gis (102) (Sa7ou) 
(104) (3,671) 

Sees SET PAARS AGUS Sickel sea orcas (5,754) (10,397) 
SITES See ACE Su ox SNS Se (11,421) (1,024) 
TE a ee Se OSC en CoE (12,778) - 
Be a San Ste Rie eos Cae. a Grete San 295953) $ (11,421) 


See accompanying notes to consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


(Expressed in thousands of dollars) 


Cash provided by (used for): 


OPERATIONS: 

een err MeO ree Dey OCHO Aira titer Die MAaIs Me ihalech Ge Wilde awatauard abs vata eens Ate wie 
Items not involving cash: 

MeN OR IZ ACN SAPS PM, RU NENT hd tl aicc Su, Ba galt nate ews 
EMOREUZ ATION OL GCLeLLOd calls mars ges tend eda WGI Seals 2 Dsie os @ cians aos 
Dikare OF EQUITY Carnings {EOI INVESTMENTS: 2... cia. 0 joe $a nse s ee wee 
Loss on disposition of property, plant and equipment ................ 
Write-off of deferred financing charges 


Future income tax recovery 
Change in non-cash operating working capital (note 18(a)) 


INVESTMENTS: 
Additions to property, plant and equipment and deferred charges 
Net proceeds (costs) from disposition of property, plant and equipment 
Proceeds from disposition of property, plant and equipment held for resale 


Short-term investment (note 13) 
Distributions and advances from investments 


Proceeds from sale of intangible assets (note 3) 


Costs incurred on sale of intangible assets 


{0 16) fe) vei 6) @: @, @) 1a) (wi) ce: 1@: (@) J@) (@) <6. 29) (6) 191 10) “Se! 6; Ye) (0, 10 


Notes receivable 


Restricted cash 


eve) Jo!) edie: [6 (si ence is) (ep ist (0) (6 |e: fe) sie e/@, (¢ 10: eile! #0] (erropiel @, \@ ve) 4p) oc.elnie, 16h (ete ret fe) (Ne) '6, (e046, 


FINANCING: 
Roanrtrom.Uhe Kee Royalties Income Funds i741. ate ewes cae 
Shareholder loan 


Giife) ‘ee. fe) Je) .o) fel 4) .e: ai ie] /e; ie) “e) U6l (@ Le) o: co) ne) Vey coiie, Ye Neliemeieia) ie elie! ie. ‘a ‘0s. aie 


Due from related company 
Acerueddong-term debt commiutinentilees 6a. .5 ee oe ole we sje le wie 
Issuance of long-term debt 


fate, Lepie (oleihevielcs: eile.) lets ejin) lel) esi ele: 0). ellerue /e)elts tel eke ke \s\is,(oMenielis 


Repayment of long-term debt 


ol (all nie) el uel /6/et ee) elles eo! eNin) folie: e (elle) serie ie’ iui elren(as (ele i.er ce. \6) emrenmeneqieiiel.e. (« 


Increase (decrease) in cash 


Cash, beginning of period 


Cash, end of period 


See note 18(b) for supplementary cash flow information. 


See accompanying notes to consolidated financial statements. 


52 weeks ended 


52 weeks ended 


September 28, September 29, 
2003 2002 
$ (5,754) 8 (O37) 
7,479 7,007 
(379) (127) 
(5,457) (LADD) 
148 309) 
- 1,268 
(102) (Gaol) 
3,024 4,303 
(1,041) (Saylats1)) 
(22209) (HES IGS 74) 
28 (S) 
DNAX) - 
55920 (18,318) 
SLOSS 1,346 
- 30,487 
- (322) 
244 (253) 
E250 (2,000) 
(7,996) (4,232) 
- 57,000 
209 (135) 
(219) - 
- (1,812) 
- 8,629 
(499) (47,863) 
(S09) IS). ce31 1) 
(9,546) 8,476 
10,859 2,383 
SA 3k3 $ 10,859 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


OPERATIONS: 
Keg Restaurants Ltd. (“KRL”), was formed by the amalgamation of Resolut Corporation, Raleigh Corporation, 
Raleigh Investments Ltd., Raleigh Restaurants Inc. and Keg Restaurants Ltd. under the laws of Ontario. Its principal 


business activity is the operation and franchising of Keg steakhouse restaurants and bars in Canada and the United 
States. 


SIGNIFICANT ACCOUNTING POLICIES: 

Basis of accounting: 

These consolidated financial statements include the accounts of KRL and its wholly owned subsidiary, Keg 
Restaurants U.S., Inc. and have been prepared in accordance with Canadian generally accepted accounting 
principles. The investment in a joint venture is accounted for using the proportionate consolidation method. Under 
this method, KRL’s proportionate share of joint venture revenues, expenses, assets and liabilities are included in the 
accounts. 


Short-term investment: 


The short-term investment consisted of redeemable preferred shares which were stated at the lower of cost or market 
value. The preferred shares were redeemed prior to the end of fiscal 2003 (note 13). 


Inventories: 


Inventories, which consist of food, beverages and tableware, are stated at the lower of cost (first-in, first-out) and 


replacement cost. 
Long-term investments: 
i. Investment in The Keg Rights Limited Partnership: 
The investment in The Keg Rights Limited Partnership (the “Partnership”), a subsidiary of The Keg Royalties 
Income Fund (the “Fund”), is accounted for using the equity method. Under the equity method, the original cost 
of the investment is adjusted for KRL’s share of post-acquisition earnings or losses and is reduced for 
distributions or advances received. 


ii. Investment in the Keg GP Ltd.: 


The investment in the Keg GP Ltd. (“KGP”) is stated at cost. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


2, 


(e) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 
Property, plant and equipment: 


Property, plant and equipment are stated at cost less accumulated amortization and write-downs. Amortization is 


provided on a straight-line basis at the following annual rates: 


Description Rate 

UILCTINERS. > 2 Oa eae ae Re ed a 20 years 

Punlcimessronmleasedilandanrearer recente Lesser of 20 years and term of the lease plus the first 
renewal option 

Eampmentcand furnishings. 0... 4005605500 s0n% ees 6 years 

PeASCNOIG TEMP OV CHICHES 2ho om iu Mai ws gs sao ie, w areas Lesser of 20 years and term of the lease plus the first 


renewal option 


KRL reviews the carrying value for property, plant and equipment on an ongoing basis, taking into consideration 
any events or circumstances which might have impaired the carrying value. If a permanent decline in the carrying 


amount is determined, the asset is written down to its estimated net recoverable amount. 
Deferred charges: 


Deferred charges consist of direct costs associated with opening a new restaurant, which primarily includes training, 
operational testing and advertising and are amortized over three years, commencing the month after the restaurant 
opens. Commitment and financing fees are also included in deferred charges and are amortized over the lesser of 5 


years and the term of the loan. 
Deferral and amortization of gain on sale of intangible assets: 


The gain on the sale of intangible assets is deferred and amortized on a straight-line basis over the 99-year term of 


the licence (note 3). 
Income taxes: 


KRL uses the asset and liability method of accounting for future tax assets and liabilities and recognized the future 
tax consequences attributable to differences between the financial statement carrying amounts of existing assets and 
liabilities and their respective tax bases. Future tax assets and liabilities are measured using enacted or substantively 
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected 
to be recovered or settled. The effect on future tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. Where it is considered to be more likely than not that the 


future income tax assets will not be realized, a valuation allowance is provided for the difference. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


De, 


(i) 


SIGNIFICANT ACCOUNTING POLICIES (CONTINUED): 


Revenue recognition: 
Revenue from restaurant operations is recognized when services are rendered. 


Franchise fees are recorded as they are earned which, in the case of initial franchise fees for tite sale of a franchise, 
is at the time the restaurant is opened. 


Unearned revenue consists primarily of the aggregate redemption amounts of gift certificates issued during the last 
two years which remain unredeemed. The amount of any certificates previously included in income is expensed in 


the year of redemption. 
Vacant leasehold property: 


KRL recognizes all future net costs related to vacant leasehold property as a property expense in the period in which 
it decides to stop using the property. The amount is determined using management’s best estimate of net cash flows 


such as lease payments, operating costs and sub-lease income. 
Foreign currency: 


KRU functional currency is the Canadian dollar. KRL uses the current rate method of accounting for the translation 
of its U.S. operations. Under this method, assets and liabilities denominated in foreign currencies are translated into 
Canadian dollars at the year-end rate of exchange. Revenue and expenses are translated at the average rates during 
the period. Exchange gains and losses resulting from the translation are deferred and included as a separate 
component of shareholder’s deficiency. 


Use of estimates: 


The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Significant areas requiring the use of management estimates relate 
to the determination of unearned revenue, impairment in the value of assets, useful lives for depreciation and 


amortization, income taxes and provisions for contingencies. Actual results could differ from those estimates. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


oF 


SALE OF INTANGIBLE ASSETS: 


On May 31, 2002, KRL sold its trademarks, trade names, operating procedures and systems and other intellectual 
property used in connection with the operation of the Keg restaurants, and all goodwill associated therewith 
(collectively the “Keg Rights”) to the Partnership for proceeds of $113,546,820. The gain on sale was determined 


as follows: 
(CAS 5 Sige och ge Sa eae ne ae RO $ 30,487 
Partnership Units: 

Grace NNN eS RI Tee S Jat te tn CA Sk REM SW IGM aY ae eile eek lewo 9,059 

OLAS SRE a Me eS cea Sic oh ea ie FST Re oP AN Wire W A! Haniel arate taney hieinns, oe bakes 17,000 

OT 5 Cet Bere es aterm Ten eee te ae MEIC Lerace en Ae Wise chet Ula wate AG hed 57,000 

113,546 

DIS POSICLOMECOSES marie. come e ght Slant siete eae me maiewa eee Sih es bale ener, Rear Geapaad aegeeray Ae alde eae (322) 
NCMOOOLay ACO PMtangrinerasse(s- “ave Ge ena cismaran a ee er AOR Lee GP ial «Ale allele (20,423) 
Garnpoursaleonsintanecible assets ster errr e cinet cee trons eee Cicer a cE cee tate Bie eae 92,801 
Portion of gain relating to KRL’s ownership interest in the Partnership .................--- (55,190) 
Deter recur CalinOi sale. Nilay a5 ee OUD ones ner rosin cate Matra nue eee oaiatel sae a ashi: oe oie e eas 37,611 
UNAIMSECIZ ALOT OT ALISCA le LO Dred ae as OU 21h idee shai hee eastern a end CRMC OR uel deer wr ee Aaee (127) 
Deretrea gain -on-sale.. september 29,2002. 2. cme un aces hve oa ob ee eis ore ee a. $ 37,484 
NMOCtiZatlOnMOmliscal: 20 OSmane tne erie Seay toa eee cee eae cael enon erarie aera rete 6 (379) 
Deterred:zain onsale, September28, 2003. 25 cn css charae a tin creases wise avs Sale) sie ol ease wht ae $37,105 


Concurrent with the sale of the Keg Rights, the Partnership granted KRL a licence to use the Keg Rights for a period 
of 99 years. As consideration, KRL will pay the Partnership a royalty of four percent of system sales reported by the 
Keg restaurants to KRL as defined in the licence and royalty agreement entered into between KRL and the 
Partnership. Accordingly, the gain on sale has been deferred and will be recognized over the term of the licence. For 
the 52 weeks ended September 28, 2003, $379,910 (52 weeks ended September 29, 2002 - $126,637) of the deferred 


gain was amortized. 


As a result of the transaction, KRL holds all of the Class A Units, Class B Units and Class C Units issued by 
the Partnership. 


The Class A Partnership Units are entitled to a preferential proportionate distribution equal to the distribution on 
the Class C Partnership Units, multiplied by the number of Class A Units, divided by the number of Limited 
Partnership Units issued and outstanding. The Keg Holdings Trust (“KHT”), a wholly-owned subsidiary of The Keg 
Royalties Income Fund (the “Fund”), holds all of the 8,153,500 Limited Partnership Units issued and outstanding 
at September 28, 2003. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


3. SALE OF INTANGIBLE ASSETS (CONTINUED): 


In addition, the Class A Units receive a residual distribution proportionately with the Class B Units, Limited 
Partnership Units and General Partnership Units relative to the aggregate number of each class issued and 
outstanding (or in the case of Class B Units, the number issued and outstanding multiplied by the Class B current 
distribution entitlement). Class A Units are exchangeable for units of the Fund (“Fund Units”) on the basis of one 
Fund Unit for one Class A Unit. 


The Class B Partnership Units are entitled to a preferential proportionate distribution and a residual distribution 
based on the amount of incremental royalties paid to the Partnership from new Keg restaurants. The distribution 
entitlements of the Class B Units are adjusted annually on January 1. Class B Units are exchangeable for Fund Units 
based upon a defined calculation that itself is based on net sales from new restaurants and approximates one Fund 
Unit for one Class B Unit. As at September 28, 2003, 269,351 Class B Units are entitled to receive distributions and 
may be exchanged for Fund Units. These 269,351 Class B Units represent 80% of KRL’s estimated Class B Unit 
entitlement calculated on the January 1, 2003 determination date. This entitlement will be adjusted on December 


31, 2003 to reflect the actual sales for those restaurants included in the royalty pool on January 1, 2003. 
The Class C Partnership Units are entitled to a preferential monthly distribution equal to $0.0625 per Class C Unit 
issued and outstanding. KRL has the right to transfer Class C Units to KHT, in consideration for the assumption by 
KHT of an amount of the note payable by KRL to the Fund equal to $10.00 for each Class C Unit transferred. 
All Fund Units obtained by KRL in exchange for the above Partnership units are subject to a contractual resale 
restriction, which expires on May 31, 2005. 

4. PROPERTY, PLANT AND EQUIPMENT HELD FOR RESALE: 
The property, plant and equipment held for resale consisted of land for a restaurant located in Las Colinas, Texas. 


During 2003, the land was sold and leased back under an operating lease. The proceeds of the sale were equal to the 
carrying value of the land. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


5. LONG-TERM INVESTMENTS: 


September 28, September 29, 
2003 2002 
The Keg Rights Limited Partnership: 
Balalices Nesinning. OF PeTtOdn Preael. 64 fee soe eos VRS ees $ 28,322 $ - 
B05. 44.Classen. Units of the Partiership. «2 2eos).0e sees Sa. via eee oes - A052 
3970; 10O CSS 15 UES Ore ove IPAM ooo aocgonagnceennnenooes - 17,000 
 OO.OO0 Class'C: Units ot the Partnershipirts-0: 44 chaiss «eave ome ees - 57,000 
: 83,059 
Portion of gain on sale of Keg Rights relating to KRL’s ownership interest in 
thes antnershion motors) mepeeaaseor Wace eat AG aice ie eee tna mais es - (55,190) 
- 27,869 
ECUILC VE COMIC meeps arate ated ore eee aie Powe Cry re ache ape nee sarctens oh 5,457 I ei 
Distributions advanced from the Parthership .s5. 0.4.22 o<e es a- 0 yes (4,984) (1,314) 
Beallevnvess Gravelioiajoitateral’ Gs amas otons Golernold o Oa ou.celiotda amen oe cee 28,794 28,322 
Sas katoain,§ LOpenty PaLtmersialp yi iis awintae sia aisle Seats te eae an eee we 34 193 
Le PRC SR GE IEC scone tare sitienndonhe me it's: CUO fo nticeaae os cle net ta Gckskey oa as fiuar aus oe 1 1 
$ 28,829 $ 28,516 


During 2003, the Saskatoon Property Partnership sold the land and building it was leasing to a Keg franchised 
restaurant in Saskatoon to a third party. KRL’s share of the loss on the sale of the land and building was $86,882 and 


has been recorded as a reduction in the value of the investment. As the lease of the land was the principal purpose of 
the partnership, it will be dissolved and the remaining assets distributed to the partners on December 31, 2003. 


The investment in KGP consists of 10 common shares, which represents 10% of the issued and outstanding common 
shares as at September 28, 2003 (September 29, 2002 - 10%). KGP is the managing general partner of the Partnership. 
The remaining common shares of KGP are owned by the Fund, an unincorporated open-ended limited purpose trust. 


Fund Units are traded on the Toronto Stock Exchange. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


6. NOTES RECEIVABLE: 


(Sire) ‘ei \e: fe| (6) eile’ -# ce) “al (| (¢ belie) eu.e. e) a ele 


Note receivable without interest, due June 26, 2005 
Employee relocation loan without interest, no fixed terms of repayment ....... 
Demand note receivable with interest at 12% per annum, no fixed terms 
of LepayMent mired aia cron ole Seems eye eaters se te eee hare a Cae ae 
Noftereceivable without iterestadueconidemandinemsensia reine nener ie enen nen ene 
Note receivable with fixed weekly payment of US$968, including interest at 10% 
joe Einnwion, Wall mmeiqEraay Orn IMEiREN LO, 2007 (@)) oo accenococccenonee 


Current: pOrtion on 5 m..gsqey tages por oy seco tee ee gs eee Be re ere 


September 28, September 29, 
2003 2002 

$ 75 $ Ws) 

68 79 

68 - 

- 10 

- 291 

EAA 455 

143 139 

$ 68 $ 316 


(a) The note receivable was obtained as consideration for the sale of an existing restaurant to a franchisee. The note 


was repaid during fiscal 2003. 


7. PROPERTY, PLANT AND EQUIPMENT: 


September 28, 

2003 

Accumulated Net book 

Cost amortization value 

Buildings catakaty hte tact See Oe een So 617,126 $ 4,268 $ 12,858 
Equipment and: furnishings sane cecae eee ee eee 38,807 29,670 isd 
LGA nvolKel ioVOYRONGINONS cooasccnoccccandcucucosodooc 39,074 27,342 yey 
ConstructionhinyprocresSmmee eer te eae aoe ee rere 12,286 - 12,286 
Sin O72298 $ 61,280 $ 46,013 

September 29, 

2002 

Accumulated Net book 

Cost amortization value 

Buildings ass 2: Sag segue eae OES Oe ee SA Bw $ 3,801 $ oy 
Equipment and furmishiies. sae eerie es Os ore ee 38,338 29,866 8,472 
Leasehold. umprovements- aa ccehatis eee eae eet 39,631 25,609 14,022 
GConstructionsink progression resin eRe 4,882 - 4,882 
SS WS 57s) $ 59,276 $ 35,897 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


8. INCOME TAXES: 


Income tax recovery as reported differs from the amount that would be computed by applying the combined Federal 
and Provincial statutory income tax rates to the loss before income taxes. The reason for the differences is as follows: 


52 weeks ended 52 weeks ended 


September 28, September 29, 
2003 2002 
Mescipel Ore ANcOmie tAxcS” So wh Ss ee ie Os ban hs ea eke oe ES $ (5,858) $ (14,086) 
Gompined Canadian tederal-andiprovincial-ratess scien eiaee ise ore 36.96% 39.1% 
Pomipitca expected  taxkECOVERy. nia c oe ee ese aa ee ee ee wae els Ses (2,163) (5,501) 
Increased (reduced) by: 
ANTOTITTESTTNOH? CCMA IMORTEDS ooocooceccon soon cunsoboodnoaddus 136 814 
Chance. in valiation allowance: 27.05) sia ae steis Ses Gale Steer ene sta. alte te en - (687) 611 
POCcigneXChange Cranslatioin a. im asp lonseies el ciao: o wate loe ena de orice sie 1,815 28 
MOVEIGIN CAR PALE CHECLENCES stirs Ayiisi's Grain ee oleate malo ets tea Sean, BoB ats 139 93 
Adjustment to future tax assets and liabilities for 
enacted changesum*ax laws and/cates: .9.y0 1c aieina cteledsetela nies eho le 394 - 
@tNeRICEMS ree ARO ee rer cs kocenae, Solhe ce eRe RPS ele ee ea senna cee tals es 262 284 
Total income tax recovery per the statement of operations ..............-. $ (104) Sen (32671) 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


8. INCOME TAXES (CONTINUED): 


The tax effects of temporary differences that give rise to the future tax assets and liabilities are: 


September 28, September 29, 
2003 2002 
Future tax assets: 
Property, plant and equipment (Os)... oe oe ee $ 1,288 $ 974 
Non-capital-losses’ 3 ss ncaa s cs aan er ae ie Ae acren een eae eee 10,440 9,320 
Deferred gat Wend we qe alee eaeie tems rele Means eeeenehert rene ee ee eee 6,560 7,613 
Long-term debt settlement expenses 2724-4 sci eee 2,358 3,094 
Unearned revenue and other accruals deductible in future periods for 
Income tax PULPOSES —4)zec.505 eas ee ote eens eka ae ee eee: 3,947 35529 
Totalégross*tuture:taxeassets yn. ae io eee ee eae 24,143 24,530 
Valuation allowancesck. ts coe ee eae ee ne eee ee (a1 2.9 3) (iLO7) 
Total future taxassetsma se crate wean eee Ee ee ee ee 12,850 12.5511 
Future tax liabilities: 
iotalborossmutunestaxs lia bil tesa we ene ae ee ane ae (6,510) (6,313) 
Net future-tax asséts eve oho ae re a ee es ee $ 6,340 $ 6,238 


KRL has loss carryforwards remaining of approximately $30.5 million ($24.4 million from its U.S. operations) which 
may be applied against future operating income. The amount of these loss carryforwards is subject to reassessment 
by Canada Customs and Revenue Agency and the Internal Revenue Service and is subject to certain restrictions with 
respect to their use. These losses begin to expire in 2006. 


9. NOTE PAYABLE TO THE KEG ROYALTIES INCOME FUND: 


On May 31, 2002, KRL issued a note payable to the Fund in exchange for cash of $57,000,000. KRL has the option 
at any time to retire the note by transferring its 5,700,000 Class C Partnership Units to KHT (note 3). 


Interest accrues at 7.5% per annum and is payable monthly, on the third business day immediately prior to the end 
of the month following the month for which such interest has accrued. Included in interest expense is $4,263,288 
(52 weeks ended September 29, 2002 - $1,428,904) relating to this note of which $3,572,261 (52 weeks ended 
September 29, 2002 - $1,089,247) had been paid as at September 28, 2003 and $691,027 (September 29, 2002 - 
$339,657) is included in accounts payable and accrued liabilities. 


The principal amount matures on May 31, 2042 and is subject to extension by the mutual agreement of KRL and 
the Fund. 


The note is secured by a general security agreement, including accounts receivable and inventories, that is 
subordinated to primary bank debt obligations and may not be assigned without the prior consent of KRL. 
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NOTES TO CONSOLIDATED FINANCIAL 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


10. LONG-TERM DEBT: 


CH Capital(U.Ss$4:947 million) (so s6. 60600. bee ee a 38 
MELE EDOLLONS aial veri A uae aoa a ae eae a SS ed 


STATEMENTS 


September 28, 
2003 
Beda cus ce NWN ae ae $ 6,701 
DEM chk Ie Ges. 6 ale (543) 
$ 6,158 


September 29, 
2002 

$ 8,386 
(S81) 

$ 7,805 


The debt is repayable in fixed monthly instalments, including interest rates varying from 8.24% to 8.87%, is secured 
by certain property, plant and equipment in the states of Washington, Texas and Colorado and continues to be used 


for the expansion of restaurant operations in the United States. 


Future minimum principal payments as at September 28, 2003, under the long-term debt agreements, are as follows: 


DVO Sigeaetarietcewol oe) Si atorsys Gfler stave’ v 108s) steve). usine talelaaneusten al ouain stata taro etarelaya, y iGiey/ Wallavlenss seve Gollle, eS 


11. SHARE CAPITAL: 


Authorized: 
1,000 common shares with a par value of $1 per share. 


Issued: 


NCO ONION ATES acu acccaoadoaonuceunsous 


September 28, 
2003 
See Se oe $ 1 


$ 543 
Eo) 


Sm ee Ol 


September 29, 


2002 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


12 


(a) 


13. 


COMMITMENTS AND CONTINGENT LIABILITIES: 
Operating leases: 


Minimum rentals under head leases extending to the year 2023 (excluding CPI adjustment factors and rentals based 
on sales) are approximately as follows: 


Sub-lease 

Total reimbursement Net 
DOOS4 wea Pee ys See es IG in a ne ee ee So 19279 $ = (2,366) $ 9,563 
ZOOS oe 85s BS Oe Ge Ae Oe 10,908 (1,938) 8,970 
2006" 2eo5 Re Sere oe oe ee Cee 9,970 (1,744) 8,226 
DOOZ® <r e Peerot Ae eore Na een PoE eR ee aS EE eet ME na ae QAO (1,514) 7,683 
ZOO SP eaaR Pass See Ie Aiea eee eels eae ere Rea ewer 8,896 (1,504) 1392 
Perea iter ss se eecsoa eee TA eS Se ee eR eee 42,752 (3,202) 42,550 


Under the terms of certain lease agreements, KRL is contingently liable to the landlord for any default in payment 
by sub-lessees. At September 28, 2003, substantially all sub-lease accounts were current. 


Contingent liabilities: 


i. KRL has been named as a defendant in various lawsuits that are currently pending. In those cases where an 
unfavourable outcome is likely, a provision for anticipated costs has been accrued. In determining the estimated 
exposure for pending lawsuits, KRL relies upon their understanding of the claim, including activities undertaken 
by the other party, as well as discussions with legal counsel. In the opinion of management, the remaining 


lawsuits are without substantial merit and no provision has been made for them. 


ii. KRL has issued letters of credit, in the normal course of business, totalling Cdn$429,000 and US$7,500. These 
amounts are covered by a $750,000 cash deposit which is restricted for use as collateral for the various credit 


facilities. 


RELATED PARTY TRANSACTIONS: 


KRL provided services to Hy’s of Canada Ltd., a company partially owned by the sole shareholder of KRL, under 
the terms of a management agreement. KRLs revenue for these services for the 52 weeks ended September 28, 2003, 
which amounted to $200,000 (52 weeks ended September 29, 2002 - $20,000), has been recorded as a reduction in 
general and administrative expenses. Also, during fiscal 2003, Hy’s of Canada Ltd. agreed to reimburse KRL 
$500,000 as settlement for a guarantee obligation initially entered into in 1981 related to an ongoing property lease. 
This amount is included in accounts receivable at September 28, 2003. During the 52 weeks ended September 28, 
2003, $410,000 has been recorded as a reduction in general and administrative expenses and the remaining $90,000 


has been accrued for costs expected to be incurred in future years. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


13. RELATED PARTY TRANSACTIONS (CONTINUED): 


During fiscal 2003, no executive bonus was earned (52 weeks ended September 29, 2002 - $2,410,000). 


At September 28, 2003, $224,000 (September 29, 2002 - $15,000) due to the shareholder of KRL is included in 
accounts payable and accrued liabilities. 


The short-term investment of $18,317,600 consisted of redeemable preferred shares in a company controlled by the 
shareholder of KRL. During fiscal 2003, KRL redeemed $5,320,166 of the shares for cash and $12,778,000 as 
settlement of a dividend payable to its shareholder. At September 28, 2003, the remaining $219,434 amount of the 
preferred share redemption is recorded as due from the related party. 


14. JOINT VENTURE: 


1S: 


KRL has a 50% investment in an incorporated joint venture, Sedan (Coquitlam) Enterprises Ltd.. Earnings and 
distributions to the participants are based on their proportionate interest in the joint venture. KRL’s share of income 
from the joint venture for the 52 weeks ended September 28, 2003 was $2,000 (52 weeks ended September 29, 2002 
- loss of $5,000); KRL’s share of sales was $1,373,000 (52 weeks ended September 29, 2002 - $1,317,000). 


FINANCIAL INSTRUMENTS: 


(a) Fair value: 


KRU financial instruments include cash, accounts receivable, notes receivable, accounts payable and accrued 
liabilities and long-term debt. The carrying values of these instruments approximate their fair values. Due to the 
interrelationship between the note payable to the Fund, described in note 9, and the Class C Partnership Units, 
described in note 3, it is not practical to estimate the fair value of the note payable with sufficient reliability. 


(b) Interest rate risk: 


Interest on KRL’s long-term debt is based on a fixed rate and exposes KRL to interest rate risk. KRL has not entered 
into any derivative agreements to mitigate this risk. 


Concentration of credit risk: 

KRL’s revenues are generated from restaurant sales which are not significantly exposed to credit risk due to their 
immediate or short-term nature of collection. In addition, as these sales are from restaurants that are geographically 
dispersed and to a large number of individual customers, concentration of credit risk is considered to be limited. 
Exchange risk: 

KRL is exposed to currency exchange risk as a result of its operations in the United States. To manage its exchange 


risk, KRL’s subsidiary in the United States, Keg Restaurants U.S., Inc., entered into financing arrangements in United 
States dollars. KRL has not entered into any derivative agreements to further mitigate this risk. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


16. SYSTEM SALES: 


System sales for any period and for any Keg restaurants located in Canada and the United States means the Gross 


Sales by such Keg restaurants for such period. 


Gross Sales are the sales reported to KRL by owners of Keg restaurants in Canada and the United States under 


franchise agreements, without audit or other form of independent assurance, and the sales of Keg restaurants in 


Canada and the United States owned by KRL and its subsidiaries. In each case, these sales are reported net of 


discounts for coupons and other promotional items and applicable sales taxes. 


17. SEGMENT DISCLOSURES: 


KRUs principal business activity is the operation and franchising of Keg Steakhouse and Bar restaurants in Canada 


and the United States; as a result, KRL is considered to operate in only one reportable segment. 


GEOGRAPHIC INFORMATION: 


Restaurant sales: 


Canada: eo ieee ee ee eee ce ee 


Property, plant and equipment: 
Canada 
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52 weeks ended 


52 weeks ended 


September 28, September 29, 
2003 2002 

$ 100,492 $ 100,941 
63,442 61,434 

$ 163,934 S I1G2375 
$ SOY $ 35255) 
98 a2 

$ 6,037 $ 5,307 
September 28, September 29, 
2003 2002 
SG Ol S 11 O86 
26,412 23,901 
$46,013 SBS 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


18. SUPPLEMENTARY CASH FLOW INFORMATION: 


(a) Change in non-cash operating working capital: 

EV Cems: Lecely ab evprnss ccna khabat Ga aac 4; abe wie taigeratlra Sane ens lore ghee y tae 
IMVETEOTIES ete tener ero nete atestohatevece la os mie © ara Pe he wate win anel See susie 
Prepaid expense and deposits 


Accounts payable and accrued liabilities 


Oe) eheyrsiie Nal ieilte’.¢.10 (ese? ©) le! 76) [Ie -eiie, Tee" ese; (eo) isl fe! 19\.6! lie) site) 470 8.10) 1; .0) (6. 19!) 10: 70, 16; 


Unearned revenue 


(b) Supplementary information: 
Interest received 


DON DG) OOOO riers ORC 2) he O Une to ie Cute Ouch Onth oe) io th ecity coc ky td 


Interest paid 
Income taxes paid 


Non-cash transactions: 
Proceeds received from the redemption of preferred shares recorded as a 
short-term investment in exchange for settlement of the following: 
Dividends payable to shareholder 
Investment in the Keg Rights Limited Partnership in exchange for partial 


payment on sale of intangible assets 


19. COMPARATIVE FIGURES: 


Certain comparative figures have been reclassified to conform with the financial statement presentation adopted in 


the current period. 


20. SUBSEQUENT EVENTS: 


(a) On September 30, 2003, KRL entered into a $5,250,000 credit facility agreement with a major Canadian chartered 
bank. The facility includes a demand loan in the amount of $4,000,000, the proceeds of which have been used solely 
for the expansion of restaurant operations in Canada and a facility available for outstanding letters of credit to a 
maximum amount of $1,250,000. The debt is secured by a general security agreement over assets owned by KRL in 


Canada and a demand promissory note in the principal amount of $4,000,000. 


The $4,000,000 demand loan requires monthly interest payments at prime plus 0.375% until March 4, 2004, then 
monthly principal payments of $66,666 plus interest until June 30, 2005 when full repayment of the outstanding 


principal is due. 
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52 weeks ended 


52 weeks ended 


September 28, September 29, 
2003 2002 
$ 1018} $ (1,454) 
(360) (824) 
(785) (81) 

2,700 6,209 

VE 439 

$63 14 

$ 3,024 $ 4,303 
$ 177 $ 140 
4,976 4,132 
16 4 

, IDET 7.8 - 
- 27,869 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(Tabular amounts expressed in thousands of dollars) 


52 weeks ended September 28, 2003 
52 weeks ended September 29, 2002 


20. SUBSEQUENT EVENTS (CONTINUED): 
(b) Subsequent to September 28, 2003, KRLUs wholly owned subsidiary, Keg Restaurants U.S., Inc., obtained debt 
financing in the amount of US$3,500,000 for expansion of restaurant operations in the United States. The debt is 


secured by certain property, plant and equipment held in Washington, Texas and Arizona. 


Fixed monthly payments, including interest at rates varying from 7.43% to 8.46% are required according to the 
following repayment schedule: 


December. 2003 - November. 2010» ssc 5 c.cs.c alow o 9 avo sue mn tele eee ee oe oe US$37,097 
December 2010'= November 201.8% .:22..5 bee eck see ie ee pine eee eee eee US$29,446 
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UNITHOLDER INFORMATION 


CORPORATE HEAD OFFICE 
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Richmond, BC V6X 2W7 
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C.C. Woodward 

George Killy 

George Tidball 


BOARD OF DIRECTORS AND OFFICERS OF 
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C.C. Woodward* 
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